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PART  I 


INTRODUCTION 

The  Hydro-Electric  Legislation  of  the  1916  Session  of 

Ontario  Legislature 


The  Acts  concerning  Niagara  Power 
which  have  recently  been  passed  into  law 
by  the  Legislature  of  the  Province  of 
Ontario  have  again  brought  the  whole 
question  of  the  exploitation  of  power  into 
the  field  of  public  controversy.  The  cir- 
circumstances  attending  the  passing  of 
these  Acts  were  such  that  so  far  from 
settling  anything,  the  legislation  has  in 
effect  unsettled  the  credit  of  the  prov¬ 
ince  at  a  most  critical  moment  in  the  his¬ 
tory  of  the  country.  The  Acts  in  ques¬ 
tion  were  brought  in  on  the  very  eve  of 
the  close  of  the  Session  of  1916  and 
passed  without  amendment  and  prac¬ 
tically  without  discussion.  Important 
alterations  in  the  Provincial  laAV  have 
thus  been  effected  in  haste  and  without 
the  consideration  for  which  the  very 
institution  of  Parliament  was  devised 
to  provide.  Moreover,  steps  have  been 
taken  which  are  designed  to  add  largely 
to  the  public  debt  of  the  province  and 
at  the  same  time  to  depreciate  the  value 
of  investments  in  works  of  public  ad¬ 
vantage  which  have  been  made  by  Bri¬ 
tish  and  other  investors. 

Although  the  controversy  over  Niagara 
Power  has  been  proceeding  for  many 
years,  important  legislative  steps  have 
been  taken  again  and  again  in  this  hap¬ 
hazard  manner.  The  powers  of  the  Pro¬ 
vincial  Executive  have  been  repeatedly 
strained  to  carry  into  effect  projects 
which  were  assumed  to  be  in  tlie  public 
interest,  without  any  apparent  attempt 
on  the  part  of  those  who  promoted  them 
to  preserve  any  continuity  of  public 
action  or  to  meet  the  obligations  into 
which  the  same  or  previous  Executive 
rtovernments  had  deliberately  entered. 


Condensed  Narrative  of  Events. 

The  Executive  Government  through 
the  Niagara  Falls  Park  Commissioners 
entered  into  agreements  with  certain 
companies,  among  them  the  Ontario 
Power  Company  and  the  Syndicate 
wliich  afterwards  became  the  Electrical 
Development  Company  of  Ontario.  In 
general  terms  these  agreements  permit¬ 
ted  the  respective  Companies  to  take 
specified  quantities  of  water  from  the 
Niagara  or  Welland  Rivers  for  specified 
rentals  payable  to  the  Commissioners. 
The  latter  bound  themselves  not  to  lease 
similar  powers  to  any  other  ‘Tompany 
or  person”  at  less  rentals  than  those 
payable  under  the  Agreements  by  the 
Companies  in  question. 

The  Commissioners  also  bound  them¬ 
selves  (under  Clause  16  of  the  Agree¬ 
ment  of  29th  January,  1903,  ratified  by 
the  Government  on  30th  January,  1903), 
as  follows:  ‘‘The  Commissioners  wdll 
not  themselves  engage  in  making  use  of 
the  water  to  generate  electric,  pneumatic 
or  other  power  excepting  for  the  pur¬ 
poses  of  the  Park.”  The  only  other  ex¬ 
ception  mentioned  in  the  clause  relates 
to  the  case  of  failure  on  the  part  of  the 
licensees  to  carry  on  the  wmrk. 

Under  these  Agreements  the  right  to 
take  w'ater  and  to  generate  power  from 
the  Niagara  or  Welland  Rivers  was  sold 
to  the  Companies  for  a  certain  consid¬ 
eration,  the  Government  on  its  part 
agreeing  to  refrain  from  taking  w’ater  or 
from  generating  power,  wdiile  at  the 
same  time  tlio  control  of  Niagara  Falls 
in  so  far  as  it  comes  wdthin  the  jurisdic¬ 
tion  of  tlie  province  svas  fully  reserved 
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to  the  Provincial  Legislature  and  pro¬ 
vision  Avas  made  for  the  settlement  of 
any  dispute  between  the  Provincial 
authorities  and  the  Companies  by  sub¬ 
mission  to  the  law  courts  of  the  Prov¬ 
ince.  On  the  faith  of  these  Agreements 
duly  ratified  by  the  Government  and  the 
Provincial  Legislature  the  funds  neces- 
"ary  for  the  prosecution  of  the  enter¬ 
prise  Avere  procured  and  the  construc¬ 
tion  of  the  jilant  effected.  The  joint 
stock  companies  to  whom  the  Govern¬ 
ment  had  granted  licenses  paid  rentals 
and  taxes  to  the  Government  in  respect 
to  these  licenses,  they  were  under  the* 
control  of  the  Government  and  the  capi¬ 
tal  with  Avhich  the  enterprise  had  been 
developed  Avas  prov'icled  on  the  faith  of 
the  licensees  and  in  consequence  of  them. 

In  the  year  1905  tAvo  Companies  Avere 
actually  engaged  in  the  production  and 
distribution  of  poAver,  and  a  third,  viz., 
the  Electrical  Development  Company,  as 
above  mentioned,  was  in  course  of  in¬ 
stalling  its  plant  for  the  production  and 
distribution  of  125,000  horsepower.  The 
latter  Company  encountered  great  en¬ 
gineering  difficulties  in  the  construction 
of  its  plant  and  had  not  yet  begun  to 
distribute  electricity,  when  an  agitation 
began  among  some  of  the  municipalities 
of  Ontario  for  cheap  electrical  poAver. 
The  promoters  of  this  agitation  wouht 
not  wait  for  the  effect  of  the  competition 
Avhich  the  increased  supply  of  electricity 
might  be  supposed  to  induce,  but  insist¬ 
ed  upon  the  promotion  of  a  scheme  under 
which  certain  municipalities  would  em¬ 
bark  co-operatively  in  the  production 
and  distribution  of  ]AOAver.  Tliis  muni¬ 
cipal  agitation  Avas  superseded  by  a  pro- 
]mganda  for  a  project  by  means  of 
Avhich  the  Province  should  enter  upon 
its  oAvn  account  into  the  business  of 
electrical  distribution.  Neither  of  these 
agitations  was  based  upon  plans  formu¬ 
lated  by  competent  persons.  They  Avere 
])oth  conducted  Avith  much  rhetorical 
exaggeration  and  appeals  to  prejudice 
Nevertheless  the  Government  Avas  hypno¬ 
tized  by  the  advocates  of  the  schemes 


and  Avas  induced  to  commit  itself  to 
their  support  Avithout  regard  to  the  fact 
that  it  had  quite  recently  contracted 
obligations  with  whicli  support  of  the 
schemes  was  quite  inconsistent. 

Under  the  hypnotic  influences  which 
have  been  mentioned  the  Government  se¬ 
cured  the  passing  of  legislation  which 
established  the  Hydro-Electric  Commis¬ 
sion  with  extraordinarily  Avide  powers. 
The  members  of  the  Commission  Avere 
appointed  by  the  Government  in  Janu¬ 
ary,  1906,  and  the  construction  of  a 
transmission  line  Avas  commenced  after 
the  Commission  had  made  an  inquiry 
Avhich  extended  over  about  two  months, 
a  rather  inadequate  period  for  such  an 
nriflertakiuQ'. 

The  Acts  by  means  of  which  the  On¬ 
tario  Government  embarked  upon  the 
distribution  of  power  in  competition 
Avith  its  own  licensees,  to  whom  it  had 
immediately  before  granted  exclusive 
licenses,  created  much  uneasiness  among 
those  Avho  had  invested  their  money  in 
these  enterprises,  as  well  as  among  in¬ 
vestors  in  Canadian  enterprises  gen¬ 
erally.  Attempts  Avere  made  to  placate 
these  investors  by  solemn  assurances 
that  interests  Avhich  had  been  created 
by  the  Government  Avould  be  protected 
by  it;  but  these  generalities  were  ac¬ 
companied  by  others  in  which  the  people 
Avere  told  that  power  must  be  as  ^Hree 
as  air”  and  the  poAver  should  be  ‘‘sup¬ 
plied  at  cost,”  altoo’ether  contradictory 
and  inconsistent  propositions. 

In  other  Avords,  the  public  wmre  delud¬ 
ed  })y  promises  impossible  of  fulfilment 
while  an  attempt  was  made  to  delude 
the  investor  into  the  belief  that  the 
Government  Avas  not  contemplating  an 
act  of  spoliation. 

Members  of  the  Government  repeated¬ 
ly  disclaimed  any  intention  of  ruining 
the  Companies  or  of  depreciating  the  in¬ 
vestments  Avhich  had  been  made  through 
them;  but  these  verbal  assurances  had 
no  real  meaning.  They  Avere  belied  by 
-the  Acts  which  were  being  forced  on  the 
Legislation  and  the  public.  ITnfortun- 
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ately  for  the  Government  it  has  placed 
itself  in  a  dilemma  from  which  there  is 
no  escape;  either  it  did  not  know  what 
it  was  about  and,  therefore,  suffered 
itself  to  be  deceived,  or  it  knew  what 
it  was  about  and  soothed  the  Companies 
with  soft  words  while  it  was  at  the  same 
time  confiscating  the  property  which  it 
liad  sold  to  the  Companies  and  for  which 
it  was  pocketing  the  price. 

The  investor  is  undoubtedly  expected 
to  take  into  account  the  ^hazards  of  a 
business  into  which  he  puts  his  capital; 
but  among  these  hazards  it  has  not  been 
customary,  in  countries  within  the  Bri¬ 
tish  Empire,  to  regard  the  repudiation 
by  the  Government  of  an  explicit  con¬ 
tract  or  of  un  obligation  arising  out  of 
such  contract  as  a  hazard  properly  at¬ 
taching  to  the  enterprise.  The  capital 
which  had  been  invested  in  the  exploita¬ 
tion  of  Niagara  Power  on  the  Canadian 
side  of  the  line  was  not  Canadian  capi¬ 
tal,  it  was  almost  altogether  British 
capital  or  capital  obtained  through  Bri¬ 
tish  connections. 

The  Acts  of  an  Executive  Government 
are  with  difficulty  called  in  question. 
Through  the  legal  fiction  of  the  irrespon¬ 
sibility  of  the  Crown,  transferred  with 
extremely  doubtful  propriety  to  a  small 
and  not  very  stable  group  of  party  poli¬ 
ticians,  it  is  a  really  grave  atfair  to  call 
their  proceedings  in  question  no  matter 
how  injuriously  these  proceedings  may 
affect  either  private  interests  or  the  pub¬ 
lic  interests  of  the  state.  The  more  arbi¬ 
trary  its  actions  the  more  tenaciously 
will  the  authority  which  commits  them 
refuse  to  have  its  proceedings  called 
in  question. 

Thus  the  Acts  by  which  the  Ontario 
Government  embarked  in  competition 
for  the  distribution  of  electrical  power 
with  its  own  licensees  to  whom  it  had 
deliberately  granted  exclusive  licenses, 
were  difficult  to  overturn  no  matter  how 
injuriously  they  affected  these  licensees 
and  no  matter  how  visionary  were  the 
projects  upon  which  the  propaganda  of 
their  promoters  was  based. 


In  extenuation,  members  of  the  Govern¬ 
ment  pointed  to  the  provision  thai  con¬ 
fined  the  operations  of  the  Commission 
exclusively  to  the  distribution  of  elec¬ 
trical  power  and  explained  that  naturally 
the  Commission  would  purchase  the  pow¬ 
er  which  it  required  from  the  produc¬ 
ing  Coriipanies  already  in  existence.  It 
was  evident  that  the  Hydro-Electric 
Commission  was  placed  at  least  in  the 
position  of  highly  favored  middleman  if 
not  even  of  monopolistic  intermediary 
between  the  producers  and  consumers — 
a  position  in  short  which  enabled  it  to 
dictate  the  price  at  which  current  would 
be  supplied. 

The  Hydro-Electric  Commission  began 
early  in  its  career  to  take  arbitrary 
measures.  It  rode  roughshod  over  all 
private  rights,  not  only  over  those  of 
Companies,  but  over  those  of  individu¬ 
als,  and  it  sheltered  itself  behind  the 
preposterous  provision  in  its  Acts  that 
it  should  be  immune  from  prosecutions 

in  the  courts  of  law.  For  those  to 
/ 

whom  exercise  of  power  is  a  novel  ex¬ 
perience,  all  law  is  martial  law. 

Either  through  ignorance  or  through 
defiance  of  the  Constitution  upon  which 
our  liberties  are  founded  the  provision 
of  Magna  Carta  ‘‘To  no  one  will  we 
sell  or  deny,  or  delay,  right  of  justice,’’ 
has  been,  we  may  hope  temporarily,  sus¬ 
pended  by  the  Ontario  Legislature.  That 
this  is  no  phantasy,  but  a  very  real  sus¬ 
pension  may  be  gathered  from  the  fact 
that  the  Attorney-General  of  the  Prov¬ 
ince  has  already  twice  refused  a  fiat  tc 
permit  suit  against  the  Hydro-Electric 
Commission  on  the  ground  that  the  Acts 
constituting  the  Commission  give  it  im¬ 
munity. 

But  the  ambitions  of  the  Hydro-Elec¬ 
tric  Commission  were  not  satisfied  wit'’ 
the  position  of  monopolistic  intermedi¬ 
ary  between  the  producer  and  the  con¬ 
sumer.  It  demanded  power  to  produce 
as  well  and  to  produce  without  payment 
to  the  Government  of  any  rentals  or 
taxes.  With  this  advantage  secured  at 
the  expense  of  the  taxpayers  of  the  Pro- 
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viiiec  for  the  benelit  of  the  users  of 
power,  the  Commission  hoped  to  be  able 
to  do  what  it  had  never  done,  viz.,  bring' 
its  rates  for  power  into  harmony  with 
its  promises  without  at  the  same  time 
involving  itself  in  financial  ruin. 

In  order  that  it  should  accomplish  this 
result  it  was  not  only  necessary  to  se¬ 
cure  powers  to  produce  electricity,  it 
was  necessary  to  induce  the  Government 
to  place  the  Companies  with  their  in¬ 
vestments  and  their  plant  entirely  at 
the  mercy  of  the  Hydro-Electric  Com 
missioners.  This  was  necessary  in  order 
to  eliminate  the  competition  of  the  Com¬ 
panies  and  to  leave  the  field  clear  foi 
the  Hydro-Electric  Commission.  The 
Government  capitulafed  to  these  de¬ 
mands  and  in  the  Session  of  the  Legisla¬ 
ture  of  1916,  passed  what  are  virtually 
confiscatory  acts. 

The  Ontario  Acts  of  1916  relating  to 
Power  Development  are  four  in  number. 
They  occupy  eight3^-five  closely  printed 
large  octavo  pages;  they  are  even  more 
prolix  than  is  usual  in  such  documents; 
and  they  must,  moreover,  be  taken  along 
with  numerous  other  Statutes  relating  to 
the  same  subject  passed  in  previous 
years.  Apart  from  the  circumstances 
attending  their  introduction,  at  the  very 
close  of  the  Legislative  Session,  which 
rendered  it  impossible  for  the  members 
of  the  local  Legislature,  and  perhaps 
even  the  members  of  the  Government,  to 
grasp  the  significance  of  the  changes 
which  they  made  in  the  law  of  the  Prov¬ 
ince,  their  bulk  and  complexity  place 
them  altogether  beyond  the  immed’’*^' 
reach  of  the  public.  Although  these 
Acts  have  been  passed  through  the  con¬ 
ventional  legal  forms,  it  is  idle  to  pre¬ 
tend  that  in  any  sense  of  the  word  they 
represent  the  mature  judgment  of  the 
people.  The.y  are  merely  instruments 
of  autocratic  power  for  whose  legitimiz¬ 
ation  the  forms  of  Parliamentary  pro¬ 
cedure  have  been  undeniably  strained. 
For  that  reason  a  review  of  the  whole 
legislatio  by  a  superior  authority  seems 
to  be  absolutely  indispensable. 


The  prin('ii)ul  objectionable  features  in 
the  recent  Legislation  are  the  explicit 
abrogation  of  a  contractual  undertaking 
between  the  Government  and  the  Power 
Companies  in  respect  to  the  taking  of 
water  and  the  production  of  Power,  and 
the  inquisitorial  functions  which  are  for 
the  first  time  entrusted  to  the  Hydro- 
Electric  Commission. 

The  clause  in  the  original  Contract 
with  the  Electrical  Development  Com¬ 
pany  by  which  the  Government  under¬ 
took  to  refrain  from  taking  water  and 
from  generating  power  for  public  dis¬ 
tribution  has  already  been  quoted.  Upon 
the  faith  of  this  and  other  clauses  in 
the  contract  the  capital  which  was  ex¬ 
pended  by  this  Company  was  obtained 
chiefly  in  London,  and  the  enormous 
plant  which  was  necessary  for  the  pro¬ 
duction  of  its  quota  of  power  was  con¬ 
structed. 

Notwithstanding  the  provision  in  this 
original  contract,  the  Act  of  1916  ex- 
plicity  empowers  the  Government  Com¬ 
mission  to  use  the  waters  of  the  Niagara 
or  Welland  Rivers  and  to  construct  the 
necessary  works  for  the  generation  of 
electrical  energy. 

In  order  to  render  this  clause  effective 
it  was  necessary  to  get  rid  of  the  obliga¬ 
tion  under  the  Contract  above  mention¬ 
ed.  An  attempt  to  jettison  this  obli¬ 
gation  is  made  in  the  following  naive 
manner : — 

“The  exercise  of  the  powers,  which  may  be 
conferred  by  or  under  the  authority  of  this 
act  or  of  any  of  them,  shall  not  be  deemed 
to  be  a  making  use  of  the  f\’aters  of  the 
Niagara  River  to  generate  electric  or  pneu¬ 
matic  power  within  the  meaning  of  any 
stipulation  or  condition  contained  in  any 
agreement  entered  into  by  the  Commissioners 
for  the  Queen  Victoria  Niagara  Falls  Park.” 
—  (fi  Geo.  V.,  ch.  20,  cl.  7.) 

The  plain  meaning  of  language  is  ac¬ 
cording  to  this  clause  not  the  meaning 
of  it;  what  meaning  should  be  attached 
to  the  words  ‘Halving, ”  “water’'  and 
“river”  is  not  disclosed.  This  extra¬ 
ordinary  piece  of  Legislation  might  as 
well  have  been  expressed,  “within  the 
meaning  of  this  Act,  water  is  not 
water,  the  Niagara  River  is  not  a 


Hydro  Legislation  of  1916. 


11 


River,  an  agreement  is  not  as  agreement, 
nonsense  is  not  nonsense.” 

The  serious  matter  is  not  merely  that 
it  was  possible  to  make  the  Provinee 
and  the  Legislature  ridiculous,  but  that 
a  measure  could  be  proposed  and  passed 
which  deliberately  set  aside  a  contract  to 
which  the  Government  was  a  party.  Un¬ 
less  this  piece  of  Legislation  is  elimin¬ 
ated  from  the  Ontario  Statute  Book,  no 
contract  whatever  can  be  concluded  with 
the  Ontario  Government  with  safety  to 
the  investors  whose  money  is  involved. 
In  other  words  the  credit  of  the  Prov¬ 
ince  has  received  a  blow  which  can  only 
be  mitigated  by  the  repeal  or  disallow¬ 
ance  of  the  Statute. 

The  history  of  the  Power  controversy 
is  filled  with  the  record  of  arbitrary 
acts  committed  by  the  Provincial  Gov¬ 
ernment  and  its  attendant  and  subordin¬ 
ate  Commission,  whose  contracts  the 
Government  from  time  to  time  repudi¬ 
ates  whenever  it  suits  the  convenience 
of  the  Government  or  the  Commission  to 
do  so.  For  example,  by  way  of  embarras¬ 
sing  the  Power  Companies  in  order  to 
prepare  the  way  for  subsequent  spolia¬ 
tion,  the  Niagara  Park  Commissioners 
avowedly  not  of  their  own  motion,  but 
evidently  at  the  instigation  of  the 
Hydro-Electric  Commission,  arbitrarily 
proposed  to  diminish  the  quantity  of 
water  which  the  Companies  were  per¬ 
mitted  under  their  agreements  to  take 
from  the  Niagara  River.  This  reduc¬ 
tion  was  proposed  in  1913  before  the 
Act  was  passed  which  set  aside  the 
clause  in  the  Contract  relating  to  the 
production  of  power.  Clearly  the  step 
was  taken  in  preparation  for  the  change 
in  the  policy  of  the  Hydro-Electric 
Commission  and  by  way  of  testing  the 
extent  to  which  expropriatory  methods 
might  be  permitted  to  go. 

The  Acts  in  question  provide  also  that 
the  Hydro-Electric  Commission,  acting 
as  it  does  as  competitor  with  the  exist¬ 
ing  Power  Companies,  may  exercise 
visitatorial  and  inquisitorial  powers  in 
respect  to  the  plants  of  these  Com¬ 


panies,  and  may  appoint  inspectors  who 
may  be  empowered  by  the  Commission 
to  arrest  the  operation  of  the  plants;  in 
other  words,  to  interrupt  without  warn¬ 
ing  the  supply  of  electrical  power  by  the 
Companies  to  the  consumers  upon  their 
systems.  To  give  such  power  into  the 
hands  of  a  Government  inspector  is  in 
any  case  a  highly  questionable  act,  but 
to  give  it  into  the  hands  of  an  inspector 
not  appointed  by  the  Government  but 
responsible  only  to  a  subsidiary  Com¬ 
mission  is  vicarious  bureaucracy  run 
mad. 

At  the  present  time,  the  joint  stock 
companies  compete,  although  owing  to 
the  provisions  of  the  earlier  Acts,  by 
no  means  on  equal  terms  with  the  Hy¬ 
dro-Electric  Commission;  but  if  the 
Commission  can  use  the  argument,  which 
it  cannot  be  supposed  to  be  likely  to 
neglect,  that  at  any  moment  it  can  ])ut 
a  stop  suddenly  and  finally  to  the  sup¬ 
ply  of  power  to  their  customers  by  the 
Companies,  how  can  that  competition  be 
effectively  conducted 

The  Hydro-Electric  Commission  sub¬ 
sists  upon  the  bounty  of  the  State  and 
upon  the  special  privileges  and  exemp¬ 
tions  with  which  it  has  been  endowed. 
Yet  it  appears  that  it  found  itself 
hampered  by  the  competition  of  the 
Electrical  Companies  to  such  an  extent 
'th;at  it  demands  still  further  powers 
which  if  they  are  exercised  must  drive 
its  competitors  out  of  business,  not  by 
reduction  of  price  but  by  the  shorter 
and  swifter  method  of  simply  closing 
up  their  plants  by  force  majeure.  After 
this  is  done,  the  Hydro-Electric  Commis¬ 
sion  can  then  determine  its  own  scale  of 
prices  and  conduct  its  affairs  as  it 
pleases  restrictins:  its  supply  of  elec¬ 
tricity  to  those  who  are  willing  to  pay 
its  price.  Like  all  attempts  at  monop¬ 
oly  it  can  only  act  in  this  manner  to 
the  injury  of  the  public  interest. 

The  recent  legislation  thus  not  only 
substantially  repudiates  obligations  ex- 
plicity  entered  into  by  the  Goyernment, 
but  adyersely  to  the  public  interest  con- 
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stitutes  another  step  towards  the  elim¬ 
ination  of  competition  in  the  supply  of 
electrical  power.  If  by  means  of  its 
))rovisions  the  joint  stock  companies 
producing  and  supplying'  power  under 
Government  license  are  driven  out  of 
l)usiness  through  acts  of  the  Legislature, 
the  public  will  be  left  at  the  mercy  of  a 
monopoly  created  by  the  Government 
and  entitled  by  the  acts  of  the  Govern¬ 
ment  to  fix  prices  for  itself  and  to  be 
judge  in  its  own  causes.  Its  history  has 
already  shown  that  it  can  be  guilty  of 
arbitrary  conduct  and  that  the  ordinary 
law  courts  are  closed  to  suitors  against 
it  who  may  have  reason  to  complain  of 
injustice. 

So  far  from  being  an  incident  in  pro¬ 
gress,  the  tendency,  of  which  the  Hydro- 
Electric  Commission  is  an  example,  to 
entrust  Governmental  agencies  with  in¬ 
dustrial  functions,  is  nn  inrudent  in  re¬ 
action.  It  is  manifestly  dangerous  to 
permit  a  small  group  of  party  politi¬ 
cians,  temporarily  endowed  with  politi¬ 
cal  power  through  elections  on  alto¬ 
gether  different  issues,  to  exercise  in¬ 
dustrial  functions  either  by  their  own 
direct  action  or  by  proxy.  This  unto¬ 
ward  experiment  has  been  attempted  on 
a  large  scale  by  Germany,  and  tho  conse¬ 
quences  to  the  world  of  the  govern¬ 
mental  absorption  of  industrial  and  fin¬ 
ancial  resources  are  very  obvious.  Under 
the  pressure  of  extreme  emergency  other 
Governments  have  been  obliged  tempor¬ 
arily  to  mol)ilize  their  resources;  but 
the  peaceful  progress  of  mankind  would 
be  at  an  end  if  at  the  close  of  the  war 
governmental  control  were  not  relaxed 
in  order  that  private  enterprise  may  be 
resumed.  The  mobilization  of  industry 
in  Great  Britain  has  shown  how  readilv 
private  enterprises  can  in  case  of  need 
be  turned  to  public  uses,  and  has  also 
shown  how  difficult  it  is  to  expand  pub¬ 
lic  institutions  to  meet  sudden  increase 
of  demand.  The  lessons  conveyed  by 
the  remarkable  development  of  produc¬ 
tive  power  in  Great  Britain  are  whollv 
in  favor  of  the  encouragement  of  pri¬ 


vate  rather  than  government  enterprise. 

In  Ontario,  of  all  provinces  in  this 
country,  there  is  little  need  for  govern¬ 
mental  attempts  at  industrial  monopoly. 
The  capital  necessary  for  the  develop¬ 
ment  of  industry  has  been  obtained 
through  private  energy,  and  it  has  not 
))een  necessary  for  the  province  to  in- 
ter})ose  its  credit.  The  revenue  of  the 
province  is  largely  derived  from  the  tax¬ 
ation  of  joint  stock  companies.  Sound 
administration  appears  to  lie  in  the  en¬ 
couragement  of  the  investment  of  capi¬ 
tal  in  the  province  rather  than  in  tlie 
confiscation  or  leg’islative  depreciation 
of  capital  already  invested  in  it.  Such 
Acts  of  the  Legislature  as  those  which 
have  been  referred  to  have  indisputably 
the  effect  of  checking  the  importation  of 
capital,  and,  therefore,  of  raising  the 
price  of  it,  as  well  as  of  placing  an  em¬ 
bargo  upon  individual  initiative  and 
energy.  The  effect  of  these  measures 
and  of  the  attitude  of  mind  of  which 
they  are  the  outcome  must  be  to  drive 
active  and  able  men  out  of  the  country 
and  to  delcriorate  the  individuality  of 
those  who  remain  in  it.  One  of  the 
pregnant  sentences  in  John  Stuart  Mill ’s 
famous  essay  ^‘On  Liberty’’  is  the  fol¬ 
lowing: — 

“A  people,  it  appears,  may  be  progressive 
for  a  certain  length  of  time,  and  then  stop. 
When  does  it  stop?  When  it  ceasesi  to  possess 
individuality.” 

It  is  not  possible  to  make  power  or  to 
make  anything  else  ‘‘free  as  air,”  but 
if  it  were  possible  to  do  so  without 
tangible  price,  and  if  the  price  of  get¬ 
ting  electricity  for  nothing  were  a  check 
upon  individual  enterprise  and  upon  the 
freedom  and  security  of  investment  of 
capital  from  abroad,  that  price,  intang¬ 
ible  as  it  may  appear  to  the  orators  who 
have  hypnotized  the  Government  of  On- 
'tario,  would  be  ruinously  high. 

hTo  one  who  dispassionately  examines 
the  Acts  of  the  local  Legislature,  by 
means  of  which  these  things  are  per¬ 
mitted  to  be  done,  can  avoid  the  con¬ 
clusion  that  they  ought  either  to  be  re¬ 
pealed  or  disalloAved. 
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Public  Ownership  and  the  Hydro-Electric 

Commission 

I. 

Attitude  of  the  Public  Towards  State  Control  and  State  Enterprises. 


The  public  attitude  towards  the  re¬ 
lation  of  the  State  to  industrial  ac¬ 
tivity  may  be  described  as  having’  at 
any  time  one  or  other  of  four  character¬ 
istics.  The  attitude  may  be  one  of  pure 
indifference;  it  may  be  one  of  acute 
criticism;  it  may  be  one  in  which 
importance  is  attached  to  bureaucratic 
control  of  industrial  activities;  or  it 
may  be  one  in  which  importance  is  at¬ 
tached  to  ownership  of  the  material 
means  and  bureaucratic  direction  of  the 
services  by  which  tliese  industrial  activi¬ 
ties  are  exercised. 

(a)  Indifference  may  be  reg-arded  as 
the  normal  attitude  of  the  public  to¬ 
wards  the  conduct  of  its  affairs  by  the 
Government. 

Public  indifference  is  by  no  means 
incompatible  with  bureaucratic  control 
and  bureaucratic  direction.  In  fact,  it  is 
extremely  usual  for  public  indifference 
to  supervene  when  a  functionary  is  ap¬ 
pointed  to  perform  some  bureaucratic 
act.  ‘‘Now  that  is  settled!”  people  say, 
and  forthwith  go  their  way  and  forget 
all  about  the  matter  that  aroused  their 
enthusiasm,  the  net  result  of  the  agita¬ 
tion  being  the  addition  of  another  group 
of  salaried  officials,  working  for  some¬ 
what  less  than  the  normal  wages  in  such 
employments,  and  at  somewhat  less  than 
the  normal  efficiency,  of  another  group 
of  departmental  buildings  and  of  a 
more  or  less  considerable  sum  to  the  an¬ 
nual  public  budget. 

(b)  Acute  criticism  on  the  part  of  the 
public  is  rare. 

(c)  During  certain  phases  of  popular 
interest  importance  is  however,  some¬ 
times  justly  attached  to  what  is  called 
public  control;  but  what  should  rather  be 
called  official  or  bureaucratic  inspection 
or  interference.  In  the  case  of  the  ad¬ 


ministration  of  the  factory  acts,  public 
health  acts,  and  the  like,  there  is  much 
to  be  said  in  favor  of  efficient  inspection 
by  agents  of  the  government,  and  of 
prosecution  in  the  ordinary  law  courts  of 
those  who  are  alleged  to  have  infringerl 
regulations  laid  down  by  Parliament, 
The  difficulties  which  have  arisen  in  this 
country  and  in  the  United  States  in  the 
administi’ation  of  such  laws  have  been 
due  primarily  to  the  weakness  of  the 
executive  government.  The  agents  they 
have  appointed  have  often  been  ineffici¬ 
ent  because  of  tlie  absence  of  a  properly 
trained  civil  service,  and  because  of  the 
political  character  of  the  appointments. 
In  consequence  of  these  conditions  the 
factory  acts  and  the  like  have  not  been 
administered  as  they  should  have  been. 
This  applies  very  specially  to  the  Pro¬ 
vince  of  Ontario. 

(d)  Importance  is  also  sometimes  at¬ 
tached  in  certain  phases  of  popular  in¬ 
terest  to  what  is  called  “public  owner¬ 
ship,”  but  what  is  really  public  posses¬ 
sion  of  the  material  means  and  official  or 
bureaucratic  control  of  these  and  of  the 
human  services  by  which  the  industrial 
activities  in  their  exploitation  are  exer¬ 
cised. 

The  last  of  these  need  alone  concern 
us  at  the  moment.  By  the  right  of  emin¬ 
ent  domain  the  state  may  under  certain 
conditions  more  or  less  customarily  re¬ 
cognized  by  statute  law,  enter  into  pos¬ 
session  of  the  property  of  private  citi¬ 
zens;  but  the  exercise  of  this  right  may 
be  abused  and  in  the  past  has  so  fre¬ 
quently  been  abused  in  many  countries 
that  great  historical  quarrels  between 
the  common  people  and  their  rulers  have 
arisen  out  of  abuses  in  the  exercise  of 
executive  power  in  the  seizure  of  private 
property.  Indeed,  in  consequence  of 
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these  long  struggles  in  Great  Britain, 
private  property  has  long  been  regarded 
as  safe  from  confiscation  by  the  Crown. 
In  this  country,  however,  where  those 
to  whom  the  executive  authority  is  en¬ 
trusted  by  the  people,  are  novices  in  the 
exercise  of  power  and  are  for  the  most 
part  ignorant  of  the  law  and  practice  of 
the  constitution,  seizure  of  private  pro¬ 
perty,  even  of  property  explicitly  grant¬ 
ed  by  the  Crown  for  payment  by  the 
grantees,  is  by  no  means  unknown. 

In  the  sense  that  anything  which  in 
the  opinion  of  the  competent  authori¬ 
ties  may  be  regarded  as  indispensable 
for  the  service  of  the  State,  may  be 
taken  by  the  State;  the  fact  of  public 
ownership  of  all  property  movable  and 
immovable  in  the  last  resort  may  be 
taken  for  granted,  but  the  expediency 
of  exercising  this  right  excepting  in 
cases  of  emergency  must  be  seriously 
cpiestioned.  If  the  seizure  of  private 
property  by  functionaries  of  the  State 
becomes  usual,  then  clearly  the  citizens 
of  the  State  must  either  revolt  or  leave 
the  country.  If  the  seizure  applies  to 
those  who  are  not  citizens  of  the  State — 
the  act  may  bring  about  international 
complications,  or  even  war.  In  any  case 
such  seizures  must  inevitably  tend  to 
prevent  people  from  immigrating  into 
the  country  where  they  take  place,  and 
must  also  tend  to  prevent  the  importa¬ 
tion  of  property  in  any  form.  In  other 
words  a  policy  of  seizure  by  the  State 
of  property  belonging  to  private  persons 
is  disadvantageous  to  the  State,  and  may 
eventually  lead  to  its  ruin. 

The  acquisition  of  private  property  by 
the  State,  or  by  an  authority  endowed 
with  power  delegated  by  the  State,  by 
means  not  of  explicit  confiscation,  but 
of  compulsory  purchase  presents  simi¬ 
lar  features.  In  all  compulsory  purchase 
there  is  an  element  of  confiscation,  and 
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in  so  far  as  this  element  exists,  it  con¬ 
tributes  to  the  disadvantage  of  the 
State.  Property  is  concealed,  owners  of 
it  emigrate,  and  .immigration  is  cheeked. 

Even  in  eases  where  property  is  not 
acquired  in  either  of  the  ways  described, 
but  is  either  in  ancient  possession  by  the 
State,  or  is  acquired  by  it  through  volun¬ 
tary  sale  at  a  fair  price,  there  is  rarelv 
an  advantage  to  the  State  in  the  admin¬ 
istration  of  public  property  by  state  offi¬ 
cials.  Such  administration  may  in  some 
cases  be  a  public  necessity,  as,  for  ex¬ 
ample,  in  the  provision  of  buildings  for 
the  administration  of  justice,  for  de¬ 
fence,  and  for  a  limited  number  of  like 
purposes;  but  where  industrial  functions 
which  have  been  or  may  be  as  efficiently 
or  more  efficiently  exercised  by  private 
persons,  are  forcibly  handed  over  to 
public  functionaries,  there  results,  in  al¬ 
most  all  known  eases,  loss  to  the  State, 
and  disadvantage  to  the  community. 
Even  where  the  desire  on  the  part  of  the 
State  officials  is  to  perform  their  func¬ 
tions  in  tlie  same  manner  as  they  would 
if  they  were  private  employees,  they  are 
invariably  exposed  to  political  infiuences 
and  the  considerations  which  determine 
their  actions  become  quite  irrelevant  to 
the  business  in  question.  Thus  state  con¬ 
ducted  enterprises  always  cost  more  to 
the  community  than  enterprises  conduct¬ 
ed  for  commercial  profit.  It  may  be  held 
as  susceptible  in  each  case  of  indisput¬ 
able  proof,  that  excessive  commercial 
profits  are  of  very  short  duration.  There 
is  no  known  case  of  absolute  monopolv; 
Imcause  there  is  nothing  and  no  service 
for  which  a  substitute  has  not  been  or 
may  not  be  found.  Moreover,  high  rates 
do  not  mean  high  profits,  because  in 
general  the  higher  the  rate  the  less  the 
demand.  The  point  on  a  curve  of  rates 
at  which  the  profits  are  highest  is  a 
point  at  which  the  demand  is  relatively 
great,  because  the  rate  is  relatively  low, 
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Objections  to  Conduct  ol  Industrial  Enterprises  by  Government  Officials — Dangers  of 
Value  of  Public  Investment  Being  Impaired — Increase  of  Political 
Power  the  Main  Motive  of  Public  Ownership. 


The  principal  objections  to  the  con¬ 
duct  of  industrial  enterprises  by  Govern¬ 
ment  officials  are  the  following: — 

1st.  The  increase  of  political  power 
secured  by  the  Government. 

2iid. — The  absence  of  inspection  ou 
the  part  of  an  independent  authority. 

3rd. — The  ineconomical  character  of 
the  management. 

4th. — The  tendency  to  minimize  the 
risk  and  to  underestimate  the  amount  of 
capital  necessarily  involved. 

5th. — Reluctance  to  provide  for  the 
continuity  of  the  enterprise  by  setting 
aside  adequate  depreciation  and  reserve 
funds  and  by  employing  these  exclusive¬ 
ly  for  the  purposes  for  wiiieh  they  are 
set  aside. 

6th. — The  tendency  to  promote  the 
illusion  that  ‘‘profits’’  inhere  in  indus¬ 
trial  enterprise  and  to  disregard  the 
fact  that  save  m  the  rare  ease  of  ad¬ 
ventitious  profit,  these  are  due  to 
economy  and  skill  in  management. 

7th. — The  tendency  to  overman  the 
enterprise  and  to  engage  employees  on 
political  rather  than  technical  grounds. 

8th. — In  the  case  of  a  public  service, 
the  tendency  to  fix  the  price  arbitrarily 
at  such  a  rate  as  to  induce  the  public 
to  believe  that  the  service  is  being  ren¬ 
dered  cheaply,  rather  than  at  a  rate  de¬ 
termined  by  the  technical  conditions  of 
the  enterprise.  ’ 

9th.-— The  tendency  towards  frequent 
crises  in  the  management  resulting  from 
the  fundamental  unsoundness  of  the 
methods  customarily  adopted. 

10th. — The  absence  of  a  properly 
trained  board  of  directors  accustomed  to 
deal  with  affairs  of  magnitude  and  the 
substitution  of  a  committee  of  poli¬ 
ticians  or  of  the  nominees  of  politi¬ 
cians  appointed  on  grounds  having  no 
relation  to  their  administrative  capacity. 


ii. 

11th. — The  neglect  by  the  Govern¬ 
ment  which  pursues  the  policy  of  “pub¬ 
lic  ownership”  of  the  functions  proper 
to  it  as  a  Government  owing  to  the  pre¬ 
occupation  of  its  members  in  enterprises 
which  they  labour  unsuccessfully  to  un¬ 
derstand  during  the  comparatively  short 
period  of  their  administration  and  to 
the  engagement  of  the  resources  and 
credit  of  the  country  in  hazardous  en¬ 
terprises  which  are  a  continuous  source 
of  anxiety. 

12th. — The  tendency  to  promote  the 
illusion  that  politics  and  business  are 
interchangeable  expressions. 

The  disadvantages  involved  in  the 
above  objections  are  rarely  offset  by 
corresponding  advantages.  They  are  in- 
ded  only  offset  in  one  case  viz.,  the 
case  of  an  industry  which  no  private 
person  or  group  of  persons*  will  under¬ 
take  either  because  of  its  relatively  un¬ 
profitable  character  or  because  of  the 
impossibility  of  collecting  any  revenue 
from  it  within  an  appreciable  period  of 
time. 

Every  one  of  these  objections  will  be 
found  to  apply  strongly  to  the  hydro¬ 
electric  enterprise.  The  exploitation 
of  water  powers  in  the  Province  has 
been  shown  to  be  one  of  those  in¬ 
dustries  for  which  ample  private 
capital  can  be  found,  provided  no 
part  of  it  is  expropriated  by  the 
Government.  There  has  never  been  any 
justification  for  Governmental  inter¬ 
ference  excepting  to  see  that  those  who 
exploited  the  Avater,  took  no  more  water 
than  they  were  entitled  to  under  their 
licenses.  Even  the  rate  might  be  trusted 
to  competition.  Monopoly  in  power  is 
an  impossibility — there  are  too  many 
sources  of  power.  Indeed  the  margin  of 
economic  advantage  even  in  Toronto  is 
by  no  means  always  in  favour  of  hy¬ 
draulics.  A  fall  in  the  price  of  coal 
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might  temporarily  throw  the  balance 
heavily  against  water  power,  while  im¬ 
provements  in  the  steam  engine,  in  in¬ 
terior  combustion  engines  or  in  other 
prime  movers  might  throw  the  balance 
permanently  against  it,  Exen  in  the  case 
of  coal,  the  accumulation  of  reserves 
might  render  the  price  stable  enough  to 
resist  the  shock  of  a  prolonged  strike. 
Such  changes  as  have  been  mentioned 
would  seriously  diminish  the  value  of 
the  public  investment.  The  prospect  of 
them  should  certainly  render  cautious 
any  joint  stock  company  engaged  in  the 
business  of  producing  power  and  should 
cause  it  to  hesitate  before  yielding  to 
public  clamour  for  increased  expendi¬ 
ture  of  capital  in  the  teeth  of  unfavour¬ 
able  economic  conditions.  A  public  au¬ 
thority  is  as  a  rule  in  a  different  position 
in  this  respect.  Tt  must  go  on  with  its 
capital  expenditure,  enlarged  as  this  is 
by  the  circumstance  that  the  price  at 
which  it  offers  its  service  is  unduly  low 
and  is  therefore  bound  to  stimulate  an 
abnormal  demand.  The  end  can  only  be 
ruin  to  the  enterprise  or  continuous  sub¬ 
sidies  from  the  revenue  from  taxation. 

The  objections  above  detailed  may  be 
illustrated  seriatim. 

That  the  increase  of  political  pow¬ 
er  is  a  main  motive  in  “public  owner¬ 
ship”  propaganda  is  evident  from  the 
fact  that  wherever  it  has  made  its  ap¬ 
pearance  the  persons  or  the  party  pro¬ 
moting  the  propaganda  were  obviously 
infected  with  “the  lust  for  power.” 
They  have  indeed  frequently  been  suc¬ 
cessful  in  securing  power  by  means  of 
the  propaganda  and  sometimes  they 
have  exercised  wide  political  influence 
on  the  strength  of  it,  until  the  inherent 
weakness  of  the  scheme  caused  their 
political  downfall  often  as  rapid  as  their 
elevation. 

The  propaganda  of  “public  owner¬ 
ship”  has  only  lately  arisen  in  Canada. 

It  cannot  be  said  to  have  begun 
here  until  after  its  failure  in  some 
other  countries  had  been  demonstrated 
or  until  after  its  reactions  in  these  and 


other  countries  had  disclosed  to  the  care¬ 
ful  critic  its  -serious  drawbacks. 

The  propaganda  is  thus  not  the  out¬ 
come  of  “advanced”  political  or  econ¬ 
omical  speculation  but  is  due  to  imper¬ 
fect  accjuintance  with  the  history  of  the 
subject  or  to  reactionary  views. 

In  France  the  failure  of  “public  own¬ 
ership”  as  a  policy  vvas  fully  disclosed 
in  1848-49;  and  this  failure  was  in¬ 
fluential  enough  to  retard  the  progress 
of  the  propaganda  in  other  countries  for 
many  years. 

In  the  beginning  of  the  third  quarter 
of  the  nineteenth  century,  interest  in 
“public  ownership”  arose  in  Great  Bri¬ 
tain  in  connection  with  the  municipal 
administration  of  water,  gas  and  cer¬ 
tain  other  services.  The  adoption  of 
these  schemes  at  this  period  was  not 
the  result  of  any  propaganda  but  was 
due  in  each  case  to  local  conditions.  The 
return  to  capital  in  manufacturing  in¬ 
dustry  and  in  commerce  was  much  high¬ 
er  than  the  contemporaneous  return 
from  public  services  and  it  was  in  some 
cases  difficult  to  obtain  the  capital 
necessary  for  extensions  especially  when 
these  were  demanded  on  an  increasing 
scale  during  the  great  urban  expansion 
of  that  period.  Thus  up  till  about  1884 
there  was  no  propaganda  in  Great  Bri¬ 
tain  for  “public  ownership,”  but  about 
that  date  the  propaganda  began  chiefly 
in  the  municipalities.  A  considerable 
number  of  these  embarked  in  various  en¬ 
terprises.  Within  a  few  years  every  one 
of  the  objections  above  detailed  made 
themselves  evident.  The  debt  of  the 
municipalities  reached  large  proportions, 
the  business  of  the  town  councils  in¬ 
creased  so  much  that  it  was  impossible 
to  obtain  councillors  with  sufficient 
leisure  to  devote  themselves  to  it  with¬ 
out  the  prospect  of  ulterior  pecuniary 
or  political  gain.  For  the  first  time  foi* 
fully  a  century,  municipal  corruption 
made  its  appearance  and  the  character 
of  the  municipal  councils  steadily  de¬ 
clined.  By  1905  or  1906,  the  movement 
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had  worn  itself  out.  Imperial  Parlia¬ 
ment  was  never  affected  by  it  and  was 
always  suspicious  of  State  enterprises. 
Nevertheless,  for  the  purpose  of  pro¬ 
tecting  the  Post  Office  monopoly  which 
appeared  to  be  endangered,  Parliament 
acquired  the  telegraph  service  and  more 
recently  in  spite  of  serious  loss  in  which 
the  telegraph  administration  had  always 
involved  the  country  acquired  also  the 
telephone  service.  Here  again  the 
objectionable  features  made  their  ap¬ 
pearance.  The  conditions  of  the  future 
cannot  be  ^predicted  but  it  is  unlikely 
that  any  more  propaganda  for  “pub¬ 
lic  ownership’’  as  such  will  ‘have  any 
weight.  In  those  cases  in  which  public 
administration  takes  the  place  of  pri¬ 
vate,  there'  will  be  some  special  fiscal 
reason  and  there  will  not  likely  be  any 
illusion  about  economy. 

The  most  conspicuous  case  is  that  of 
Germany.  There  “public  ownership” 
has  been  adopted  on  a  large  scale,  not 
for  the  purpose  of  benefiting  the  com¬ 
munity  but  for  the  avowed  purpose  of 
intensifying  political  control  over  it. 
Bismarck  saw  in  the  State  collectivism 
of  the  German  Socialists  an  idea  valu¬ 
able  to  him  as  the  minister  of  an  auto¬ 
cratic  State.  Indeed  it  was  essential  to 
the  autocratic  State  that  it  should 
“own”  as  much  as  possible  and  that 
all  industry  should  be  under  its  control. 
All  the  railways  were  speedily  “nation¬ 
alized,”  and  all  industries  were  organiz¬ 
ed  on  a  quasi-collectivist  basis.  The  re¬ 
sult  is  apparent.  The  great  struggle 
which  is  now  going  on  is  developing 
rapidly  into  a  struggle  between  the 
peoples  who  desire  a  free  economical  and 
social  development  and  the  German- 
Socialist-autocratic  state  in  which  in¬ 
dividual  freedom  and  private  initiative 
are  sternly  suppressed.  All  the  Avorld 
has  seen  in  the  living  example  of  Ger¬ 
many  the  complete  development  of  pub¬ 
lic  ownership  with  its  concomitants 
disregard  of  treaties,  agreements  and 
the  like,  together  with  systematic  and 


brutal  infliction  of  its  principles  such 
as  they  are  upon  the  peoples  of  Europe. 
Germany  is  in  brief  an  example  of 
“public  ownership”  as  it  must  be  when 
it  is  fully  developed. 

In  the  United  States  the  furore 
against  the  corporations  took  the  same 
hold  upon  the  public  mind  that  “public 
ownership”  took  elsewhere  and  in  some 
cases  the  two  movements  were  mingled. 
Increased  publicity  on  the  part  of  the 
corporations  and  a  very  necessary 
change  in  their  attitude  towards  the 
public,  rather  than  any  of  the  legislative 
measures  which  were  adopted,  combined 
with  reluctance  on  the  part  of  the 
people  of  the  United  States  to  change 
their  political  constitution  have  con¬ 
tributed  to  prevent  the  endowment 
either  of  the  Federal  or  of  the  State 
Goverments  with  additional  powers. 

In  Canada  during  the  past  fifteen 
years  propagandists  ambitious  for  the 
exercise  of  political  power  and  for  the 
intensification  of  that  power  over  the 
public  have  been  advocating  “public 
ownership.”  It  is  not  a  sufficient  answer 
to  the  objection  to  it  on  political  grounds 
that  this  is  a  democratic  country  and 
that  the  Government  is  responsible  to  the 
people.  The  facts  of  the  case  show 
that  State  ownership  and  official  ad¬ 
ministration  breed  autocracy.  The  ex¬ 
ercise  of  power  becomes  a  habit  and 
a  country  which  commits  bit  by  bit  its 
industrial  organization  to  Government 
control  and  Government  operation  will 
soon  have  little  left  upon  which  to  base 
the  assertion  that  it  is  democratic.  All 
governments  in  the  last  resort  are  ab¬ 
solute  and  the  more  the  people  entrust 
into  their  hands  the  less  they  have  at 
their  own  disposition.  The  downward 
path  for  a  public  ownership  government 
is  a  very  easy  one.  It  begins  by  own¬ 
ing  the  public  services,  proceeds  by  re¬ 
garding  contracts  and  agreements  as 
“scraps  of  paper,”  and  ends  in  cynical 
autocracy  from  which  there  is  no  escape 
for  the  people  but  in  revolution. 
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Second  Objection  to  Conduct  of  Industrial  Enterprises  by  Government  Officials — 
Absence  of  Adequate  Inspection — No  Impartial  Authority. 

III. 


The  second  objection  to  public  owner¬ 
ship  is  the  absence  of  inspection  on  the 
part  of  an  independent  authority.  When 
an  enterprise  conducted  by  a  private  in¬ 
dividual  or  by  a  joint  stock  company 
is  charged  with  transgressing  the  law, 
the  persons  concerned  can  be  brought  to 
book  either  in  the  courts  of  law  or  by 
an  application  to  the  public  authority 
to  exercise  the  visitatorial  power  in¬ 
herent  in  the  government.  Permanent 
organization  for  inspection  is  moreover 
often  provided  for  certain  groups  of 
enterprises  and  in  some  cases  special 
commissions  are  appointed  or  tribunals 
created  for  the  purpose  of  examining 
into  the  conduct  of  individual  enter¬ 
prises  or  groups  of  enterprises.  Thus 
for  example,  the  affairs  of  a  particular 
bank,  and  the  methods  of  insurance 
companies,  telegraph  companies,  tele¬ 
phone  companies,  railway  companies 
and  the  like  have  been  investigated. 
The  power  of  visitation  and  inspection 
inherent  in  the  government  or  placed 
in  its  hands  by  statute  is  a  valuable  pow¬ 
er,  although  it  may  be  misused. 

In  the  exercise  of  this  power  the 
Government  acts  or  should  act  as  impar¬ 
tial  official  authority  above  all  enter¬ 
prises  bringing  to  book  offenders  against 
the  law. 

In  the  case  of  enterprises  conducted 
by  the  Government,  no  such  impartial 
authority  can  possibly  exist,  since  there 
is  no  authority  above  the  .Government. 
Public  opinion  is  not  effective  in  deal¬ 
ing  with  private  enterprises,  hence  the 
need  for  governmental  inspection;  it  is 
still  less  effective  in  dealing  with  gov¬ 
ernmental  enterprises  and  thus  no  in¬ 
spection  of  a  serious  kind  is  possible. 

It  is  true  that  governments  often  ap¬ 
point  special  commissions  of  inquiry  into 
governmental  affairs,  but  even  where 
these  commissions  are  not  ostentatiously 
appointed  to  whitewasli  ”  the  govern¬ 


ment,  the  reference  to  them  is  in  gen- 
ei'al  so  limited  that  thorough  inquiry 
is  impossible.  These  occasional  commis¬ 
sions  however  even  if  they  were  effective 
within  their  field  could  not  take  the 
place  of  a  continuous  organization  of 
inspection. 

It  should  also  be  pointed  out  that  one 
of  the  reasons  for  public  disapproba¬ 
tion  of  corporate  bodies  is  tlie  sec¬ 
recy  with  which  their  proceedings 
are  conducted.  Disinclination  to  dis¬ 
close  information  is  partly  due  no 
doubt  to  fear  of  giving  advantage  to 
competitors  but  sometimes  it  is  due 
merely  to  believe  that  the  public  has  no 
right  to  ask  for  any  information.  The 
effect  of  this  attitude  of  mind  on  the 
part  of  the  managers  of  corporate 
bodies  is  seen  in  the  public  attack  upon 
coi’porations. 

A  similar  condition  is  arising  rapidly 
in  the  case  of  public  ownership  enter¬ 
prises.  In  almost  all  cases  the  man¬ 
agers  of  these  are  extremely  reluctant 
to  give  information  about  them,  the 
published  reports  are  in  general  com¬ 
piled  in  such  a  way  as  to  render  it  diffi¬ 
cult  even  for  persons  experienced  in 
such  matters,  to  discover  whether  or  not 
the  enterprise  is  being  conducted  in  a 
sound  manner.  Sooner  or  later  the  pub¬ 
lic  will  demand  a  change  in  this  respect. 
Only  when  this  change  occurs  can  the 
public  be  fully  blamed  if  it  continues  to 
support  enterprises  conducted  in  a  man¬ 
ner  fundamentally  unsound.  Some  illus¬ 
trations  of  unsound  methods  of  account¬ 
ing  will  be  given  below;  but  here  it  may 
be  pointed  out  that  those  governments 
which  have  adopted  a  policy  of  public 
ownership  do  not  in  general  show  in 
their- accounts  the  total  amount  of  their 
obligations  to  the  public. 

Briefly  then,  one  of  the  principal  ob¬ 
jections  to  public  ownership  is  that  pub¬ 
lic  opinion  is  not  informed  fully  enough 
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and  is  Ainlikely  to  be  effective  enough 
even  if  it  were  to  constitute  an  inspect¬ 
ing’  authority  over  governmental  enter¬ 
prises,  while  the  government  cannot  in 
the  nature  of  the  case  either  act  as  or 
provide  such  an  authority. 

In  the  case  of  the  Hydro-Electric 
Commission  the  Ontario  Government  has 
pursued  a  peculiarly  objectionable  pol¬ 
icy  This  Commission  has  been  en¬ 
dowed  by  the  Government  with  powers 
of  inspection  and  with  summary  juris¬ 
diction  over  the  companies  with  which 
it  was  created  to  compete.  The  effect 
of  this  extraordinary  provision  must  be 
that  the  Commission  is  tempted  to  dis¬ 
credit  and  destroy  enterprises  which  it 
may  be  necessary  for  it  at  sometime  to 
acquire.  In  short  the  Commission  has 


it  in  its  power  acting  under  the  law  to 
do  as  it  pleases  in  and  with  its  own 
plant  while  imposing  arbitrary  condi¬ 
tions  upon  the  plants  of  its  competitors 
to  the  end  that  the  compensation  which 
must  be  paid  eventually  to  these  com¬ 
petitors  may  be  as  small  as  possible. 

Had  the  powers  of  the  Commission 
been  restricted  to  powers  of  inspection 
and  had  there  been  any  reason  to  be¬ 
lieve  that  such  powers  would  be  exer¬ 
cised  in  a  proper  manner,  there  would 
have  been  much  to  be  said  for  the  ap¬ 
pointment  of  such  a  commission,  but  to 
add  to  powers  of  ownership  and  oper¬ 
ation  of  certain  plants,  powers  of  in¬ 
spection  over  other  privately  owned 
plants  is  a  very  dangerous  mingling  of 
functions. 
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Third  Objection:  Management  of  Industrial  Enterprises  by  Government  Officials  is 
Ineconomical — Supplies  at  High  Prices  Are  Bought  From  Political  Friends. 

TV. 


The  third  objection  to  the  conduct  of 
industrial  enterprises  by  Government 
officials  is  that  the  management,  except¬ 
ing  in  very  rare  cases  (if  indeed  there 
are  any  notable  exceptions),  is  inecono¬ 
mical.  This  objection  may  be  regarded 
in  two  lights. 

First,  the  management  may  be  in- 
economical  in  the  wide  sense,  and. 

Second,  it  may  be  regarded  as  in¬ 
economical  in  the  sense  of  being  thrift¬ 
less  or  extravagant. 

First.  In  the  wide  sense  management 
by  state  officials  of  industrial  enter¬ 
prises  is  opposed  to  the  economical  in¬ 
terests  of  the  community  because  tlie 
labor  and  capital  applied  to  such  enter¬ 
prises  are  less  productive  than  they  would 
be  if  they  were  controlled  by  voluntary 
agencies.  This  deficiency  of  production 
has  made  its  appearance  in  practically 
all  experiements  in  public  ownership. 

The  reason  is  not  far  to  seek.  The 
employees  owe  their  position  not  to  ef¬ 
ficiency,  but  to  political  services,  or  to 
political  favors. 

From  the  superior  down  to  the  least 
officials,  none  have  any  incentive  to  ex¬ 
ert  themselves.  Their  positions  are  se¬ 
cure  and  owing  to  the  absence  of  tech¬ 
nical  knowledge  on  the  part  of  the  poli¬ 
tical  heads,  their  services  even  if  com- 
petentlv  rendered  are  apt  to  be  unre¬ 
cognized.  Thus  men  who  are  keen  in 
their  profession  do  not  enter  or  having 
entered  leave  the  State  service.  The 
State  thus  comes  to  be  served  by  persons 
inferior  to  those  in  voluntary  employ¬ 
ment  of  the  same  order  or  bv  persons  of 
superior  character  who  have  been  dis¬ 
couraged  and  spoilt  by  the  continual 
necessity  of  capitulating  to  political 
exigency. 

Tn  the  wide  sense  also  such  enterprises 
mav  bp  regarded  as  ineconomical  because 
they  make  for  legal  monopoly  under 
which  the  prices  charged  for  the  ser¬ 


vices  to  those  who  use  them  are  not 
regulated  by  competition.  The  prices 
may  be  relatively  high  in  which  ease  the 
using  public  suffer  or  they  may  be  be¬ 
low  the  cost  of  the  service  in  which 
case  the  community  suffers  through  the 
tax  rolls.  In  either  case  the  prices  are 
arbitrary;  sometimes  for  long  periods  of 
time  they  are  determined  exclusively 
from  political  considerations  and  are  not 
related  to  technical  conditions. 

Second.  The  thriftl  essness  of  govern¬ 
mental  management  has  made  its  ap- 
f)earance  in  all  countries.  The  mingling 
of  politics  and  business  necessarily  pro¬ 
duces  indifference  to  economy.  The  pur¬ 
chase  of  supplies  from  political  friends 
contracts  tlie  market  and  therefore 
raises  the  price,  in  the  same  way  as  the 
employment  of  partizans  only  contracts 
the  market  and  increases  certain  sal¬ 
aries.  Innumerable  commissions  of  in- 
ouiry,  both  in  Furone  and  America  have 
shewn  that  extravagance  is  a  very  usual 
concomitant  of  administration  by  state 
officials. 

In  the  capital  of  our  own  country,  in 
one  or  other  of  its  provinces,  we  are 
seldom  without  one  or  more  of  these  in¬ 
vestigating  commissions  and  the  evi¬ 
dence  taken  before  these  points  in  gen¬ 
eral  in  the  same  direction — viz.,  thnf 
governmental  administration  is  extrava¬ 
gant  or  corrupt,  or  both.  Of  provincial 
ino’dries  during  recent  years,  those  ro- 
lating  to  the  Manitoba  scandals  are 
most  significant. 

The  only  means  of  mitigating  the 
thriftlessness  inherent  in  governmental 
management  is  a  continuous  audit  by  an 
auditor  appointed  bv  Parliament  and 
answerable  to  it  alone.  This  salutary 
^heck  was  removed  by  Sir  Wilfrid 
Laurier,  who  invented  the  Treasury 
Board  for  the  purpose  of  over-ruling 
the  Anditor-Gpueral,  The  cnnscmipn^’pc; 
to  the  interests  of  the  country  of  this 
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action  are  not  yet  fully  apparent.  Soon¬ 
er  or  later,  however,  they  must  become 
vividly  obvious  in  the  increasing  num¬ 
ber  of  scandalous  episodes.  Expenditure 
upon  the  National  Transcontinental  for 
example,  could  never  have  reached  its 
present  colossal  proportions  unless  the 
department  of  the  Auditor-General  had 
been  tied  hand  and  foot.  The  absence  in 
the  Dominion  and  in  the  provinces  of  a 
proper  auditorial  control  independent  of 
the  executive  government  has  during  the 
past  few  years  cost  the  country  as  a 
whole  hundreds  of  millions  of  dollars. 
Every  one  who  is  at  all  acquainted  with 
the  subject  is  fully  aware  of  this  fact; 
yet  some  who  criticize  the  governments 
even  sharply,  suffer  themselves  to  be  de¬ 
luded  into  supporting  every  pro,tect 
which  tends  to  place  further  economical 
power  in  the  hands  of  the  same  govern¬ 
ments  with  further  opportunities  of 
thriftless  management  and  even  of  posi¬ 
tive  corruption. 

With  examples  of  governmental  mis¬ 
management  on  a  large  scale,  like  the 
Intercolonial  Railway  and  the  National 
Transcontinental,  and  like  the  Manitoba 
Government  Telephones,  it  is  amazing 
tliat  the  public  should  acquiesce  tamely  in 
projects  like  those  of  the  Hydro-Electric 
commission.  These  projects  are  of  ex¬ 
actly  the  s^me  order  as  those  mentioned 
and  are  equally  likelv  to  involve  the 
country  in  losses. 

The  Dominion  Government  Railwav 
have  been  all  alonir  sources  of  expendi¬ 
ture  rather  than  of  revenue,  Avhile  the 
Manitoba  Telephones  have  been  conduct¬ 
ed  all  along  at  a  loss,  while  the  rates  to 
the  public  have  been  increased. 

The  Hvdro-Electric  Commission  is  so 
thoroughly  political  in  its  origin  and  in 
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its  conduct  that  it  can  only  be  managed 
by  and  for  politicians.  The  inquiry 
which  is  now  in  progress  at  the  instance 
of  the  government  in  order  to  allay  pub¬ 
lic  suspicion,  may  be  counted  upon  to 
reveal  the  essentially  unsound  methods 
of  administration  which  are  alleged  to 
have  characterized  it.  The  published  ac¬ 
counts  reveal  practically  nothing  except 
that  it  appears  even  from  them,  that 
large  sums  of  money  have  been  expend¬ 
ed  upon  unauthorized  extensions  and 
that  although  depreciation  reserves  are 
ostentatiouslv  established,  the  funds  re- 
presentins’-  these  reserves  are  nowlier^ 
to  be  found.  They  have  been  swallowed 
up  as  one  of  the  commissioners  has  con¬ 
fessed,  in  extensions— these  extensions 
not  having  been  properly  authorized. 

One  of  the  most  serious  effects  of  in- 
economical  management  on  the  part  of 
the  State,  is  the  reaction  such  manage¬ 
ment  creates  in  the  market  for  money. 
Where  the  State  credit  is  insecure  and 
where  increase  of  taxation  to  meet  State 
deficits  is  likelv  or  certain,  the  borrow¬ 
ing  powers  of  the  communitv  as  a  whole 
are  at  once  diminished.  Some  markets 
are  closed  ae’ainst  them  altofrether  an^ 
in  others  therefore  the  rate  of  interest 
rises.  This  effect  was  produced  for  ex¬ 
ample  for  the  Saskatchewan  farmer 
when  the  Government  of  Saskatchewan 
multiplied  the  number  of  liens  prior  to 
a  mortgage  and  thus  reduced  the  value 
of  the  security.  _ 

Acts  of  expropriation  are  profoundlv 
in  economical  becausp  thev  interrupt  the 
pontinuity  of  economic  life  and  restrict 
the  area  of  suonlv  both  of  monev  and 
o-oods.  People  Avill  not  deal  with  a  coun¬ 
try  which  takes  things  for  nothing. 
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Fourth  Objection:  The  Tendency  to  Minimize  Risk  and  to  Underestimate  the  Amount 
of  Capital  Involved,  as  in  the  Case  of  the  National  Transcontinental 

and  the  Ontario  Hydro-Electric. 


The  fourth  objection  to  the  adoption 
of  a  policy  of  management  of  industrial 
enterprises  by  state  officials  is  the  ten¬ 
dency  to  minimize  the  risk  and  to  un¬ 
der-estimate  the  amount  of  capital  in¬ 
volved.  The  reason  for  this  tendency 
is  that  in  nearly  all  cases  of  so-called 
public  ownership,  the  step  is  taken  on 
political  grounds  and  tlie  technical  as¬ 
pects  of  the  enterprises  are  customarily 
subordinated  or  neglected.  If  a  plan  is 
settled  as  a  matter  of  policy,  exact  es¬ 
timates  might  be  merely  disturbing.  If 
the  people  were  told  explicitly  what  the 
scheme  must  cost  them,  fliey  might  not 
permit  it  to  be  carried  out.  Canada 
presents  many  examples  of  this  ten¬ 
dency. 

The  most  conspicuous  of  these  is  the 
National  Transcontinental  Railway.  It 
will  be  remembered  that  when  the 
scheme  was  introduced  the  statement 
was  made  on  behalf  of  the  Government 
that  the  net  cost  to  the  public  would 
be  not  more  than  $13,500,000.  No  pro¬ 
per  estimates  were  made  before  the 
work  was  undertaken  and  no  proper 
statement  has  up  till  the  present  time 
been  made  of  the  actual  cost  to  the 
country  of  that  project;  but  everyone 
now  realizes  that  the  cost  to  the  coun¬ 
try  is  unlikely  to  fall  short  of  thirty 
times  the  original  estimate  and  Avith. 
Ingli  probability  may  be  fully  forty 
times  as  much.  If  the  people  had  been 
told  the  truth  about  the  scheme  it  would 
have  been  impossible  to  induce  them  to 
commit  the  country  to  an  expenditure 
of  from  three  to  five  hundred  million 
dollars  for  a  Government  railway. 

Another  example  is  the  Hydro-Elec¬ 
tric.  The  original  so-called  estimate 
for  both  the  provincial  and  the  munici¬ 
pal  shares  in  the  enterprise  were  gross¬ 
ly  understated.  The  people  of  Toronto, 
for  instance,  were  told  that  an  invest- 
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ment  of  half  a  million  dollars  would  be 
sufficient.  The  expenditure  already  is 
many  times  that  amount  and  further 
expenditures  are  inevitable.  The  pro¬ 
vincial  plant  has  cost  vastly  more  than 
the  original  estimates,  and  up  till  the 
present  time  the  full  excess  over  the 
estimates  has  not  been  disclosed.  Ex¬ 
cess  of  capital  expenditure  over  esti¬ 
mates  is  difficult  to  defend,  and  there¬ 
fore  the  Government  elect  to  conceal  it 
and  to  use  funds  for  the  purpose  of  pro¬ 
viding  the  excess  capital  that  should  not 
be  used  for  that  purpose.  We  may 
probably  learn-  from  the  report  of  the 
accountant  who  is  now  investigating  the 
affairs  of  the  Hydro-Electric  Commis¬ 
sion  how  much  has  been  expended  Avith- 
out  authorization.  Meantime,  the  pub¬ 
lished  accounts  leave  us  in  the  dark,  ex¬ 
cepting  for  the  fact  that  the  reserve 
funds  have  been  used  up  in  this  man¬ 
ner,  an  absolutely  indefensible  proceed¬ 
ing. 

By  means  such  as  this  and  by  rhetori¬ 
cal  exaggeration  of  the  advantages  of 
a  subsidized  power  supply,  the  promo¬ 
ters  of  the  Hydro-Electric  enterprise 
have  drawn  the  province  gradually  into 
enormous  expenditures,  and  they  are 
still  doing  so.  Although  the  country  is 
at  war,  and  although  the  money  market 
is  exhibiting  the  effects  of  that  condi¬ 
tion,  the  people  are  forced  by  the  Hy¬ 
dro-Electric  Commission  to  supply  con¬ 
stantly  increasing  amounts.  Within  the 
past  tAvelve  months  the  commission  has 
added  at  least  $8,000,000  to  the  debt  of 
the  province,  and  now  proposes  to  add 
another  $1,300,000.  It  is  needless  to  say 
that  the  bonds  representing  the  first 
mentioned  of  these  sums  have  not  been 
absorbed.  What  must  be  the  effect  upon 
the  credit  of  the  province  of  placing 
•further  large  sums  upon  the  market? 
In  the  future  these  issues  must  increase 
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/uore  or  loss  regularly.  With  every  iu- 
erease  of  the  use  of  Hydro-Electric  pow¬ 
er  more  capital  must  be  raised,  until  the 
amount  for  which  in  the  aggregate 
Ontario  has  been  rendered  responsible, 
must  approach  the  amount  of  the  debt 
of  the  Dominion.  The  tax  paying,  pub¬ 
lic  was  not  told  this  now  patent  fact  be¬ 
fore  the  enterprise  was  launched. 

Nothing  is  more  usual  in  public  en¬ 
terprises  of  this  kind  than  to  disregard 
the  element  of  risk.  Apart  from  the 
ordinary  business  risks — fire,  damage  by 
storm,  etc.,  there  is  in  all  power  enter¬ 
prises  the  risk  of  competition  by  other 
forms  of  power  than  that  which  is  made 
the  subject  of  state  monopoly.  It  is 
supposed  that  a  statutory  monopoly 
exempts  an  enterprise  from  competi¬ 
tion.  This  is  a  great  mistake.  No  field 
of  invention  has  experienced  more  ac¬ 
tivity  during  recent  years  than  the  field 
of  prime  moving  machinery.  The  inter¬ 
nal  combustion  engine  has  revolution¬ 
ized  the  field  of  power.  There  is  no 
reason  to  believe  that  invention  of  mo¬ 
tor  engines  has  come  to  an  end,  and  it 
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may  be  that  ere  long  the  street  railway 
will  appear  to  be  a  clumsy  and  anti¬ 
quated  device,  while  the  conveyance  of 
electrical  energy  over  long  distances  at 
high  tension  may  be  looked  upon  also 
as  a  relatively  costly  means  of  obtain¬ 
ing  power.  If  the  community  has  been 
meanwhile  committed  to  enormous  capi¬ 
tal  expenditure  for  plant,  it  may  be 
necessary  either  to  impede  the  adoption 
or  to  purchase  or  confiscate  enterprises 
established  for  the  purpose  of  develop¬ 
ing  these  methods.  In  any  ease,  there 
must  be  an  apparent  necessity  to  pro¬ 
tect  the  public  investment  by  some 
means. 

In  these  cities  in  Great  Britain,  for 
example,  where  the  supply  of  gas  has 
been  undertaken  by  the  municipality,  it 
became  necessary  to  purchase  or  confis¬ 
cate  tlie  electric  lighting  plants  estab¬ 
lished  ))y  joint  stock  companies  and  to 
restrict  the  business  of  electric  lighting, 
in  order  to  protect  the  gas  department. 
Had  neither  been  under  municipal  man¬ 
agement,  the  public  would  have  had  the 
benefit  of  competition. 
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Fifth  Objection:  The  Reluctance  of  Political  Control  to  Provide 
for  the  Continuity  of  the  Enterprise. 

vr. 


The  fifth  objection  to  official  manage¬ 
ment  of  industrial  enterprises  is  reluc¬ 
tance  on  the  part  of  the  political  con¬ 
trol  to  provide  for  the  continuity  of  the 
enterprise  by  setting  aside  adequate  de¬ 
preciation  and  reserve  funds  and  by  em¬ 
ploying  these  exclusively  for  the  pur¬ 
poses  for  which  they  are  set  aside.  The 
temptation  to  deduct  from  the  real  cost 
of  a  service  the  items  mentioned  and 
to  exhibit  as  the  cost  a  nuch  lower  sum 
is  frequently,  and  in  the  early  stages 
of  such  enterprises,  almost  invariably, 
yielded  to  by  the  politicians.  Since 
their  single  aim  in  promoting  the  en¬ 
terprises  is  to  maintain  themselves  in 
power,  they  feel  themselves  obliged  to 
redeem,  at  least  in  form,  the  ill-con¬ 
sidered  promises  they  have  made,  by 
stating  the  cost  at  a  fictitious  figure. 
Even  where  they  do  nominally  set  aside 
depreciation  and  reserve  funds,  they 
frequently,  as  in  the  ease  of  the  Hydro- 


Electric,  employ  these  funds  for  the  ex^ 
tension  of  the  system  or  otherwise,  in¬ 
stead  of  using  them  as  such  funds 
ought  invariably  to  be  used.  "Ihe  his¬ 
tory  of  the  Manitoba  Telephones  is 
highly  significant  in  this  connection. 
Ignorant  as  the  Government  was  of  the 
technique  of  large  enterprise,  at  the  be¬ 
ginning  of  the  public  ownership  of 
telephones,  it  scoffed  at  the  idea  of  set¬ 
ting  aside  any  depreciation  fund.  This 
went  on  for  a  few  years  until  the  an¬ 
nual  expenditure  come  to  be  so  great 
that  enormous  deficits  had  to  be  admit¬ 
ted,  these  deficits'  being  aggravated  by 
the  circumstance  that  no  fund  for  the 
replacement  of  worn-out  plant  had  been 
created.  So,  also,  when  a  depreciation 
fund  was  established  some  years  after 
the  plant  had  been  acquired,  the  Govern¬ 
ment  utilized  the  funds  for  general  pur¬ 
poses  and  did  not  regard  them  as  sacred 
for  the  purpose  for  which  they  were 
created. 
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Sixth  Objection:  The  Tendency  to  Promote  the  Illusion  That  Profits  Inhere  and  to 
Disregard  the  Factors  of  Economy  and  Skilful  Management — 3Iany 
Mistaken  Conclusions  at  Which  the  Public  is  Likely  to 
Arrive  Without  Analyzing  Conditions. 

vn. 


The  sixth  objection  to  the  conduct  of 
industrial  enterprises  by  Government 
officials  is  ‘‘the  tendency  to  promote  the 
illusion  that  profits  inhere  in  industrial 
enterprise  and  to  disregard  the  fact 
that,  save  in  rare  cases  of  adventitious 
profits,  these  are  due  to  economy  and 
skill  in  management,” 

This  tendency  makes  its  appearance 
in  practically  all  projects  for  the  trans¬ 
ference  of  industrial  enterprises  to 
“public  ownership.”  The  gross  profits 
are  usually  regarded  as  net;  and  the 
necessary  provision  for  the  continuity 
of  the  enterprise  through  the  alloca¬ 
tion  of  portions  of  these  profits  to  re¬ 
serve  is  not  taken  into  account.  It  is 
not  realized  by  the  public  and  some¬ 
times  not  even  by  the  promoters  of  the 
projects,  that  the  earnings  of  all  such 
enterprises  fluctuate,  and  that  while  in 
private  enterprises  dividends  are  not 
customarily  paid  unless  sufficient  pro¬ 
fits  are  earned  to  pay  them,  or  unless  a 
fund  has  been  established  out  of  pre¬ 
vious  profits  for  the  equalization  of 
dividends,  the  interest  upon  bonds  is¬ 
sued  on  the  credit  of  the  public  must  be 
paid  whether  profits  are  earned  or  not. 

A  conspicuous  case  of  the  disadvan¬ 
tage  of  “public  ownership”  under  con¬ 
ditions  of  depression  is  afforded  by  tlie 
parallel  cases  of  the  docks  at  Liverpool 
and  at  London.  In  the  former  case  the 
docks  are  under  the  control  of  a  public 
body,  while  in  the  latter  case  they  are 
under  control  of  joint  stock  companies. 
The  Mersey  Dock  Board  was  obliged  to 
pay  interest  upon  its  bonds  during  a 
long  period' prior  to  1886,  although  the 
docks  were  not  yielding  interest,  while 
during  the  same  period  the  dividends 
and  interest  upon  the  shares  and  bonds 
of  the  chief  London  docks  were  cut  down 
to  a  nominal  amount,  or  suspended  alto¬ 
gether. 


The  illusion  that  profits  are  inherent 
in  industrial  enterprises  not  only  tends 
to  induce  the  public  to  sanction  increas¬ 
ed  expenditures  upon  services  under¬ 
taken  by  a  public  authority,  but  also 
tends  to  induce  opposition  to  the  in¬ 
crease  of  capital  by  private  enterprises 
where  legislative  authority  is  necessary 
to  increase  such  capital.  It  is  obvious 

to  anvone  who  studies  industrial  flue- 
*/ 

tuations  that  the  investment  of  capital 
does  not  necessarily  involve  return  in 
the  form  of  interest.  Large  sums  were 
invested,  for  example,  by  the  municipali¬ 
ties  and  other  public  bodies  in  Ontario 
in  railway  enterprises  which  have  never 
paid  any  dividends,  and  in  all  probabil¬ 
ity  never  will  pay  any. 

The  earnings  of  industrial  enterprises 
depend  upon  three  broad  factors — the 
general  economic  conditions  of  the  time, 
the  special  statutory  conditions  of  the 
place,  and  the  skill  with  whi^h  the  en¬ 
terprises  are  managed.  Over  the  gen¬ 
eral  economic  conditions  the  Govern¬ 
ment  has  no  more  control  than  any  vol¬ 
untary  organizations.  Over  the  statu¬ 
tory  conditions  it  has  a  certain  control 
and  this  may  be  directed  towards  the 
encouragement  of  private  enterprise  in 
the  community,  or  towards  the  discour- 
agement  of  it.  Owing  to  circumstances 
which  have  been  indicated  in  a  previous 
article,  the  Government  is  not  in  so  fa¬ 
vorable  a  position  to  employ  first  rate 
skill  as  a  voluntary  organization  under 
normal  conditions.  The  history  of  muni¬ 
cipal  and  provincial  offices  in  the  Pro¬ 
vince  of  Ontario  affords  frequent  ex¬ 
amples  of  skilful  direction,  being  per¬ 
sistently  thwarted  by  political  consid¬ 
erations  and  of  consequent  abandon¬ 
ment  of  tlieir  positions  by  disheartened 
officials  wlio  were  able  to  do  their  duty 
if  they  liad  been  allowed  to  do  it. 


26 


Public  Ownership  U7id 


In  large  private  enterprises,  it  is  no¬ 
toriously  difficult  to  obtain  competent 
superior  management.  The  presidents 
of  railway  companies  in  this  country 
and  in  the  United  States  receive  sala¬ 
ries  much  larger  than  those  of  Cabinet 
Ministers,  and  in  general  they  receive 
them  because  they  are  worth  the 
amounts  they  are  paid,  and  because  they 
cannot  be  obtained  for  less.  In  State 
enterprises  where  inferior  skill  is  cus¬ 
tomarily  employed,  and  where  political 
interference  is  more  or  less  constant,  the 
indirect  costs  of  management  are  im¬ 
mensely  greater  than  the  direct  costs 
For  example,  gratuitous  management 
of  a  State  enterprise  may  cost  the  coun¬ 
try  many  times  what  adequately  com¬ 
pensated  management  might  cost  it.  In 
voluntary  organizations  incompetent 
management  has  generally  a  brief  ca¬ 
reer;  but  in  a  State  enterprise  where 
the  manager  has  been  appointed  by  poli¬ 
tical  influence,  an  incompetent  manager 
may  remain  indefinitely  through  tlie  ex¬ 
ercise  of  the  same  agency. 

In  a  voluntary  enterprise,  the  absence 
of  adequate  return  to  capital  cannot  long 
be  concealed.  Exasperated  shareholders 
would  soon  make  their  influence  felt  if 
there  was  any  reason  to  believe  that  the 
absence  of  dividends  wms  due  to  absence 
of  skill  in  conducting  the  business.  In 
State  enterprises  the  absence  of  return 
may  easily  be  covered  up  by  the  mani¬ 
pulation  of  accounts.  Especially  if  the 
general  resources  of  the  Government 
Treasury  are  open  to  the  management, 
the  process  of  disguising  the  real  state 
of  matters  may  go  on  for  years. 

It  is  true  that  the  institution  of  a 
subsidized  enterprise  and  its  competi¬ 
tion  with  voluntarily  established  con¬ 
cerns,  may  result  in  reduction  of  the 
price  to  the  consumers  of  the  commo¬ 
dity  involved.  This  reduction  in  price 
mav  be  initiated  bv  the  State  enterprise 
and  may  be  rendered  possible  through 
the  diminution  of  tlie  costs  of  produc¬ 
tion,  by  means  of  increased  economy  of 
management,  by  subsidies  from  the 


general  revenue,  or  by  means  of  disguise 
of  the  real  cost  through  unsound  book¬ 
keeping. 

In  State  enterprise  the  first  is  ex¬ 
tremely  rare,  if  not  quite  unknown;  the 
second  is  tlie  usual  means  by  which  re¬ 
duction  in  price  is  effected,  and  the  fact 
is  usnally  concealed  by  the  third.  Re¬ 
ductions  obtained  by  this  means  cannot 
last.  One  day  the  unsoundness  of  the 
method  must  be  apparent. 

The  reduction  in  price  may,  however, 
be  initiated  by  the  previously  existing 
voluntary  organizations  which  forestall 
the  state  enterprise  and  meet  the  com¬ 
petition  of  it  by  voluntarily  reducing 
their  prices.  Such  a  condition  of  mat¬ 
ters  may  make  the  task  of  continued 
existence  very  hard  for  both  parties; 
but  especially  hard  for  the  State  enter¬ 
prise,  the  managers  of  which  are  unable 
to  conduct  their  business  so  economical¬ 
ly  as  those  of  the  private  enterprises. 
If,  however,  the  private  enterprises  suc¬ 
cumb  in  the  struggle  of  competition,  the 
State  enterprise  is  left  in  possession  of 
the  field  and  then  it  must  be  openly 
subsidized  out  of  the  general  public  re¬ 
venue  or  it  must  endeavor  to  make  ends 
meet  by  increasing  its  net  revenue  in 
some  manner.  In  either  case  the  com¬ 
petition  is  at  an  end,  -the  State  enter¬ 
prise  is  in  full  possession  of  a  mono¬ 
poly,  and  the  cost  to  the  communitv 
tends  to  increase;  indeed,  it  may  in¬ 
crease  to  a  point  gieatly  above  the 
point  which  it  attained  before  the  com¬ 
petition  of  the  state  enterprise  began. 

It  is  a  matter  of  experience  that  those 
who  enjoy  the  benefits  of  the  supply  of 
commodities  at  or  below  cost — i.e.,  cost 
to  the  makers  of  these — are  extremely 
reluctant  to  sacrifice  any  part  of  this  en¬ 
joyment  by  paying  more  for  them  than 
tliey  have  been  paying.  When  the  com¬ 
modities  are  supplied  by  voluntary  agen¬ 
cy,  the  consumers  are  helpless.  The 
price,  low  or  high,  is  determined  in  the 
market — and  the  consumer  must  take 
liis  cliances  there;  but  where  a  State 
monopoly  is  concerned,  the  price  is  not 
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usually  (leterniiiied  exclusively  by  eco¬ 
nomic  considerations,  the  consiuners 
bring'  upon  the  State  enterprise  all  the 
political  pressure  they  can  bear,  irres¬ 
pective  of  economic  conditions  or  con¬ 
sequences,  and  very  often  succeed  in 
keeping*  the  price  from  advancing*  or 
even  in  reducing*  it.  There  are  many 
examples  of  this  in  State  and  municipal 
industrial  enterprises,  where  temporary 
reductions  have  been  made  in  obedience 
to  popular  clamour,  and  where  reductions 
have  with  great  difficulty  been  refused 
because  of  the  obvious  wreck  of  the 
system  involved.  The  cases  of  the  tem¬ 
porary  reduction  of  the  price  of  gas  in 
Glasgow,  and  of  its  subsequent  advance, 
and  of  the  dispute  over  the  reduction  of 
tramway  rates  in  the  same  city  are  il¬ 
lustrations  of  these  points. 

A  great  deal  of  controversy  has  ari¬ 
sen  in  Great  Britain  as  to  the  legitimacy 
of  making  profits  out  of  municipal  or 
State  industrial  enterprises;  but  these 
controversies  have  in  general  been  set¬ 
tled  by  the  spontaneous  disappearance 
of  profits  and  by  the  difficulty  of  meet¬ 
ing  the  o])ligations  on  account  of  inter- 
(‘st,  sinking  funds,  and  the  like.  In 

*  September 


brief,  the  (lisi»ule  about  profits  has  lost 
its  intei'est  because  prolits  have  tended 
to  disappear. 

A  large  part  of  the  motive  force  be¬ 
hind  the  Hydro-Electric  propaganda 
was  the  illusion  that  immense  profits 
were  being  realized  by  the  companies 
which  had  been  voluntarily  organized. 
These  companies  have  never  been  in  a 
favorable  financial  position;  their  net 
profits  have  been  insignificant  compared 
with  the  risks  they  undertook.  The 
chief  reason  has  been  that  while  at  the 
beginning*  their  formation  was  welcomed 
by  the  Legislature  and  the  Government, 
and  while  on  this  welcome  they  were 
able  to  raise  the  capital  necessary  for 
their  enterprises,  they  were  afterwards 
mercilessly  attacked  by  the  Government 
and  the  value  of  their  property  seriously 
diminished. 

There  are  many  examples  in  this  coun¬ 
try  and  elsewhere  of  flourishing*  enter¬ 
prises  being  taken  over  by  the  Govern¬ 
ment  and  within  a  few  years  being  re¬ 
duced  to  financial  ruin.  A  conspicuous 
case  of  this  is  to  be  found  in  the  Mani¬ 
toba  Telephones. 

10,  1010. 
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Seventh  Objection:  The  Tendency  to  Overman  Such  Enterprises  and  to 

Engage  Men  on  Political  Grounds. 

VIII. 


The  seventh  objection  to  the  policy  of 
management  of  industrial  enterprises 
by  public  officials  is  the  tendency  to 
overman  such  enterprises  and  to  engage 
employees  on  political  rather  than  on 
technical  grounds.  This  tendency  mani¬ 
fests  itself  alike  in  state  and  municipal 
employment  of  all  kinds.  The  exten¬ 
sion  of  the  activities  of  public  bodies  in¬ 
to  the  field  of  industry  greatly  enlarges 
the  area  of  patronage  and  increases  the 
cost  of  it  to  the  public. 

There  are  many  notorious  examples 
of  loss  to  the  community  through  the 
employment  of  excessive  numbers  of 
persons  in  public  offices.  In  a  recent 
case  in  one  of  the  eastern  provinces,  a 
Dominion  official  was  dismissed  on  poli- 

September 


tical  grounds,  and  on  the  same  grounds 
four  persons  were  employed  to  fill  his 
position.  Similar  conditions  exist  in 
Federal,  state  and  municipal  employ¬ 
ment  '  in  the  United  States.  In 
those  cases  where  municipal  enter¬ 
prises  have  been  transferred  to  volun¬ 
tarily  organized  joint  stock  companies, 
large  numbers  of  unnecessary  employees 
have  been  gradually  discharged  until 
the  enterprise  was  brought  into  a  busi¬ 
nesslike  condition. 

The  point  is  familiar  to  everyone 
who  has  any  acquaintance  with  such 
matters.  It  would  be  wonderful  if  the 
Hydro-Electric  enterprise  were  free 
from  Such  a  tendency. 

23,  1916. 
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Eighth  Objection:  Tendency  to  Fix  Price  at  an  Arbitrary  Amount. 


IX. 


The  eighth  objection  is  the  tendency 
to  fix  the  price  at  which  a  public  ser¬ 
vice  is  rendered  at  an  arbitrary  amount 
without  regard  to  the  technical  condi¬ 
tions  of  the  enterprise.  The  most  con¬ 
spicuous  example  of  this  tendency  is 
the  sixpenny  telegram  in  Great  Britain. 
The  amount  of  one  halfpenny  per  word, 
with  a  minimum  charge  of  sixpence, 
was  fixed  for  the  whole  of  the  United 
Kingdom  when  the  telegraphs  were  pur¬ 
chased  by  the  Government.  This  uni¬ 
form  charge  was  settled  upon  largely  on 
political  grounds,  although  there  was 
thought  to  be  an  analogy  between  the 
penny  post  and  the  sixpenny  telegram 
in  respect  to  the  resilience  of  the  re¬ 
venue.  This  anticipation  was  not  real¬ 
ized,  and  the  consequence  has  been  that 
the  telegraph  system  has  involved  an 
enormous  annual  loss  ever  since  the 
purchase  was  effected  in  1870. 

There  are  many  other  eases  of  a  simi¬ 
lar  character  which  need  not  be  de¬ 
tailed  here;  but  as  there  is  a  certain 
analogy  between  the  cases  of  the  tele¬ 
graphs  and  telephones  on  the  one  hand 
and  the  supply  of  electrical  power  on 
the  other,  it  seems  worth  while  to  indi¬ 
cate  the  ground  of  this  analogy.  There 
are  certain  industries  to  which  what  is 
called  the  law  of  increasing  returns  is 
specially  applicable.  If,  for  example, 
the  employment  of  $1,000  in  the  manu¬ 
facture  of  nails  of  a  certain  type,  pro¬ 
duces  a  return  say  of  10  per  cent,  when 
nails  are  sold  at  say,  a  dollar  a  bar¬ 
rel,  it  may  be  found  that  the  employ¬ 
ment  of  $100,000  in  the  manufacture  of 
the  same  type  of  nail  yields  a  return 
of  say  20  per  cent,  when  nails  are  sold 
at  fifty  cents  a  barrel.  The  increase  of 
capital  produces  an  increase  of  return 
and  may  be  counted  upon  to  do  so  un¬ 
til,  owing  to  the  excessive  production  of 
nails,  a  point  is  arrived  at  when  no  fur¬ 


ther  increase  of  capital  will  produce  an 
increase  of  return. 

Capital  and  Return 

This  result  will  obviously  follow  whe¬ 
ther  the  manufacture  is  conducted  under 
conditions  of  competition  or  under 
monopoly.  That  is  to  say,  that  at  some 
point  in  the  curve  of  the  increase  of 
capital,  what  is  called  the  law  of  dimin¬ 
ishing  return  comes  into  play.  All  in¬ 
dustries  correspond  to  this  rule;  some, 
however,  are  of  such  a  nature  that  the 
law  of  increasing  return  applies,  as  it 
were,  longer,  that  is  to  a  greater  extent 
of  increase  than  other  industries.  From 
the  point  of  view  of  increasing  return, 
those  industries  which  have  to  do  with 
the  manufacture  of  commodities  subject 
to  steady  demand  which  can  be  readily 
standarized  and  can  therefore  be  made 
by  means  of  machinery  almost  auto¬ 
matic  in  its  action,  may  be  regarded 
as  favorable  industries,  whereas  those 
which  do  not  afford  beyond  a  certain 
not  distant  point,  an  increase  of  return 
to  capital  are  n on-favorable  industries. 

The  services  of  the  telegraph,  the 
telephone,  and  electric  power  are  exam¬ 
ples  of  unfavorable  industries  in  this 
sense.  The  reason  is  that  while  the 
capital  in  the  favorable  industry  is  only 
applied  to  it  when  the  demand  reaches  a 
point  when  an  increase  of  capital  is  ne¬ 
cessary  to  enable  tHe  anticipated  de¬ 
mand  to  be  met  while  previous  incre¬ 
ments  of  capital  are  still  engaged  in 
production,  the  capital  in  the  unfavor¬ 
able  industry  may  have  ceased  to  be 
productive  and  yet  fresh  demand  ne¬ 
cessitates  the  application  of  continued 
increments  of  fresh  capital  whether  the 
particular  increment  in  question  can  be 
counted  upon  to  yield  an  adequate  re¬ 
turn  or  not. 

Thus,  for  example,  a  telegraph  line  is 
laid  at  considerable  cost  to  a  remote  dis- 
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trict.  For  a  time  this  district  uses  the 
teJeg’rai)!!  to  such  an  extent  that  an  ade¬ 
quate  return  is  received  upon  the  in¬ 
vestment,  but  for  some  reason  the  dis¬ 
trict  declines  and  the  telegraph  line 
ceases  even  to  pay  operating  expenses 
while  it  returns  nothing  upon  the  capi¬ 
tal  invested.  Meanwliile  another  dis¬ 
trict  develops,  which  demands  tele¬ 
graph  facilities.  These  have  to  be  given 
or  the  telegraph  enterprise  would  fail 
to  keep  faith  with  the  public,  but  the 
increase  of  capital  which  is  involved  in 
the  process  of  supplying  fresh  demand 
does  not  necessarily  mean  increased  re¬ 
turn  upon  the  total  capital  employed. 
While  in  the  ease  of  the  telegraphs  the 
demand  arises  from  communities  in  the 
case  of  telephones,  the  demand  arises 
from  individuals  and  thus  in  the  tele¬ 
phone  business  there  is  even  more  fluc¬ 
tuation  of  demand  and  a  large  part  of 
the  capital  invested  in  wires,  etc.,  re¬ 
mains  dormant,  and  is  sometimes  lost 
altogether,  although  the  number  of  users 
of  the  telephone  is  constantly  increas¬ 
ing.  The  telephone  also  offers  another 
kind  of  case  of  the  law  of  diminish¬ 
ing  return,  because  the  cost  of  working 
any  individual  telephone  increases  with 
the  number  of  connections  with  which 
that  telephone  is  brought  into  contact. 
The  consequences  of  increasing  numbers 
of  connections,  even  although  these  may 
only  be  possible  and  not  actually  em¬ 
ployed  connections,  are  that  switch¬ 
boards  become  more  and  more  compli¬ 
cated,  the  total  plant  more  intricate, 
and  the  investment  of  capital  per  con¬ 
nection  thus  tends  to  increase,  and 
therefore  the  return  to  capital,  the  rate 
being  the  same,  tends  to  diminish. 

The  service  of  electrical  power  is 
analogous  to  a  large  extent  to  the  ser¬ 
vice  of  the  telephone.  In  it  also  there 
is  much  fluctuation  of  demand  and  there 
is  also  much  dormant  capital.  People 
who  use  electric  light  or  power  aban¬ 
don  the  use  of  it  or  change  their  resi- 
flenee — the  residence  remains  empty 
for  a  time  or  perhaps  is  removed  to 
make  way  for  a  larger  building — the 


CDiiiiect ions  which  have  becm  made  yi"'ld 
no  ix'tiirn  tor  a  time,  or  have  to  be  re 
moved — in  one  case  the  capital  they  re¬ 
present  is  dormant  and  in  the  other  at 
least  a  portion  of  it  is  lost. 

The  Example  of  Manitoba 

These  conditions  are  perfectly  well 
understood  by  those  who  are  in  the  res¬ 
pective  ])usinesses  of  supplying  tele¬ 
graph,  telephone,  or  electric  lighting 
services,  but  they  are  by  no  means  al¬ 
ways  understood  by  those  who  assume 
the  role  of  advocates  of  “public  own¬ 
ership.’’ 

In  Manitoba,  when  the  propaganda 
for  “public  ownership”  was  initi¬ 
ated  by  the  Government,  the  Premier, 
Sir  Rodmond  Roblin,  spoke  of  the 
“false  theory”  that  the  more  num¬ 
erous  the  telephone  subscribers  in 
an  exchange,  the  greater  the  cost  of 
the  exchange  per  telephone.  Not  many 
years  elapsed  before  the  Manitoba  Govern¬ 
ment  found  to  its  cost  that  the  “theory” 
which  it  regarded  as  “false”  was  really 
a  statement  of  practical  experience.  Be¬ 
fore  this  elementary  fact  was  discovered, 
however,  the  Manitoba  Government  had 
promised  “to  cut  the  telephone  rates  in 
two,”  and  had  actually  so  far  attempted 
to  redeem  this  promise  by  a  reduction  in 
the  rates.  Knowing,  as  they  afterwards 
admitted,  nothing  whatever  about  the 
subject,  they  decided  upon  the  rates  quite 
arbitrarily  without  any  regard  to  the  tech¬ 
nical  conditions.  These  rates  were  not 
based  on  economical  but  on  purely  politi¬ 
cal  grounds,  with  the  consequence  that 
the  Government  found  it  necessary  to  in¬ 
crease  the  rates  for  urban  telephones  in 
order  to  avoid  the  hopeless  bankruptcy  of 
the  scheme.  Had  politics  not  been  min¬ 
gled  with  the  business  of  the  telephones, 
the  promise  never  would  have  been  made 
and  had  the  Government  known  anything 
about  the  business  it  presumed  to  manage, 
the  rates  would  have  been  fixed  exclusive¬ 
ly  on  technical  grounds. 

Danger  of  Politics  in  Hydro-Electric 
Development. 

One  of  the  great  dangers  of  the  Hydro- 
Fdectric  sclieme  is  that,  like  the  Manitoba 
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Government,  it  will  set  aside  all  technical 
opinion  and  on  political  grounds  fix  rates 
which  it  will  find  impossible  to  sustain 
without  either  making  higher  differential 
rates  to  some  places  or  disguising  the  ac¬ 
counts  in  such  a  manner  as  to  conceal  the 
deficits  for  a  time. 

There  is  another  element  in  the  Hydro- 
Electric  case  which  affords  an  example 
of  the  law  in  question.  This  element  the 
^  Hydro-Electric  Commission  has  already 
encountered.  The  first  contract  which  it 
made  for  the  supply  of  power  was  made 
at  $9  per  H.P.,  the  second  has  been 
made  at  $12  per  H.P.  At  what  price  will 
it  be  able  to  make  the  third  contract  and 
at  what  price  will  it  be  able  to  produce 
electrical  power  on  its  own  account?  It 
is  obvious  that  as  Niagara  is  drawn  upon 
more  and  more,  the  cost  of  installing 
plants,  other  things  being  equal,  must  be¬ 
come  greater. 

Apart  from  this,  the  estimates  and  the 
promises  based  on  these,  which  were  made 
when  the  Hydro-Electric  scheme  was 
launched  some  years  ago,  were  founded 
upon  conditions  of  wages,  etc.,  which  then 
existed,  but  exist  no  longer.  Either  the 


Commission  must  wait  until  the  fluctua¬ 
tions  of  wages  and  the  prices  of  certain 
commodities  bring  them  to  the  point  at 
which  their  estimates  took  them,  or  it 
will  require  to  pay  substantial  increases 
upon  its  estimates.  As  to  the  Hydro  Ra¬ 
dial  scheme — railways  in  the  neighbor¬ 
hood  of  great  towns  exhibit  great  fluctu¬ 
ations  in  prosperity.  Everyone  who  is  fa¬ 
miliar  with  the  Toronto  of  twenty-five 
years  ago,  remembers  the  pair  of  lines 
of  rusty  iron  which  represented  the  rosy 
anticipations  of  the  promoters  of  the 
‘‘Belt  Line.’’  Toronto  has  prospered 
since  then,  but  that  project  has  not  been 
revived. 

As  indicated  in  a  previous  article,  a 
very  careful  inquiry  would  have  to  be 
made  by  competent  and  experienced  per¬ 
sons  into  the  likelihood  of  effective  de¬ 
mand  arising  in  this  province  within  any 
measurable  period  of  years,  for  a  radial 
system  involving  so  much  capital  as  is 
indicated  by  the  scheme  of  the  Hydro- 
Electric  Commission.  If  the  public  are 
lured  into  support  of  the  scheme,  the  lure 
will  be  rates  based  upon  political  and  not 
on  technical  grounds. 


October  7,  1916. 
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Ninth  Objection:  Tendency  Towards  Frequent  Crises  in  Management. 


X. 


The  ninth  objection  to  the  official  ad¬ 
ministration  of  industrial  enterprises  is 
the  tendency  toward  frequent  crises  in 
the  management  resulting  from  the  fun¬ 
damental  unsound'ness  of  the  methods 
customarily  adbpted. 

The  tendency  previously  noticed  to 
minimize  the  rishs  of  the  enterprise  to 
make  political  appointments  to  techni¬ 
cal  positions,  toward  interference  by 
the  politicians  with  the  technical  mari- 
agement;  to  avoid  the  creation  of  re¬ 
serves  against  depreciation,  to  provide 
inadequate  working  capital  for  the  con¬ 
duct  of  the  business,  to  fix  the  rates 
for  the  service  on  political  rather  than 
technical  grounds,  andi  other  similar 
tendencies,  result  in  frequent  crises. 
During  'these  crises,  the  quesition  of 

public  ownership”  becomes  a  political 
issue,  critics  of  the  system  in  general 
and  of  the  particular  scheme  in  ques¬ 
tion  are  vigorously  denounced  and  rhe¬ 
torical  speeches  are  delivered  instead  of 
plain,  businesslike  statements.  Some¬ 
times  the  crisis  ends  in  a  Commission 
of  Inquiry.  Often  this  Commission  is 
cunningly  devised  to  shield  the  Govern¬ 
ment.  Since  the  Commission  is  invari¬ 
ably  appointed  by  the  Government,  it 
would  be  the  height  of  ingratitude  for 
its  verdict  to  be  otherwise  than  favor¬ 
able  to  the  administration.  If  some 
one  has  to  be  blamed,  the  blame  must 
rest  somewhere  else  than  on  the  shoul¬ 
ders  of  the  Government. 

The  Case  of  Manitoba. 

In  this  connection,  as  in  several  oth¬ 
ers  which  have  preceded,  an  example 
mav  be  drawn  from  the  case  of  Mani¬ 
toba.  There  the  Telephone  Commission 
was  subject  to  frequent  crises.  In  the 
first  crisis,  the  Commissioners  found 
themselves  under  the  necessity  of  ex¬ 
pending  out  of  the  revenue  of  a  single 
year  a  large  amount  upon  replacement 
of  worn-out  material.  This  amount 
"■hould  have  been  provided  out  of  a  de- 
reserve,  but  as  the  Govern¬ 


ment  scorned  the  idea  of  creating  such 
a  reserve,  there  was  no  fund  upon  which 
to  draw.  The  result  of  this  operation 
was  that  the  Commissioners  had  to  re¬ 
port  a  heavy  deficit  in  the  accounts  of 
the  year.  The  next  crisis  occurred  when 
the  Commissioners  insisted  upon  raising 
the  telephone  rates.  This  raised  so 
great  a  storm  that  the  Government  had 
to  appoint  a  so-called  Royal  Commis¬ 
sion  for  the  purpose  of  inquiring  into 
the  Telephone  Department.  As  was  to 
be  foreseen,  the  crisis  ended  with  the 
vindication  of  the  Government  by  the 
obedient  Commission  and  the  sacrifice 
of  the  Telephone  Commissioners.  An¬ 
other  incipient  crisis  oeeurredi  when  the 
Public  Utilities  Commissioner  who  had 
been  entrusted  with  the  oversight  of  the 
telephones  in  succession  to  the  former 
Telephone  Commissioners,  also  resigned. 
Indeed,  the  'Manitoba  Government  tele¬ 
phones  have  been  in  a  chronic  state  of 
crises  from  the  beginning  of  their  his¬ 
tory. 

Hydro-Electric  Crises. 

The  Hydro-Electric  Commission  has 
had  a  somewhat  similar  career.  Its 
whole  history,  indeed,  is  a  record  of  a 
succession  of  crises  with  no  appreciable 
intervals  of  time  between  them.  In 
general,  these  crises  were  due  to  ignor¬ 
ance  on  the  part  of  those  who  promoted 
and  managed  the  system,  to  consequent 
want  of  foresight  and  to  neglect  of  the 
most  ordinary  provision  for  contingen¬ 
cies.  The  customary  metho'd'  of  escape 
from  these  crises  was  to  commit  a  breach 
of  the  law  and  then  to  press  through  the 
local  Legislature  a  special  Act  declar¬ 
ing  that  the  breach  of  the  law  should 
not  be  regarded  as  a  breach  of  the  law. 
In  spite  of  the  fact  that  at  the  outset 
of  its  career  the  Hydro-Electric  Com¬ 
mission  secured  for  itself  extremelv 
wide  powers,  which  indeqd  it  exercised 
in  a  highly  arbitrary  manner,  it  found 
that  these  powers  were  inadequate  and 
each  year  came  before  the  Legislature 
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asking  for  further  and  further  powers, 
in  many  instances  these  powers  having 
already  heen  illegally  exercised  by  the 
Commission.  In  respect  to  the  statu¬ 
tory  powers  to  expend  and  to  raise 
money,  the  Commission  has  been  shown 
by  the  Provincial  Auditor  to  have  been 
always  expending  money  illegally.  Its 
almost  invariable  practice  ajppears  to 
have  been  to  spend  the  money  and  then 
ask  for  authorization.  All  these  inci¬ 
dents  of  the  Hydro-Electric  administra¬ 
tion  have  been  due  to  want  of  foresight 
arising,  as  has  been  said,  alone  out  of 
want  of  knowledge  on  the  part  of  the 
administration. 

British  Investors  Alarmed. 

The  most  important  crisis  in  the  early 
history  of  the  Hydro-Electric  occurred 
in  1906,  when  the  companies  which  had 
been  granted  leases  for  the  generation 
of  power  at  Niagara  and  had  been  in¬ 
vesting  funds  secured  chiefly  from  Bri¬ 
tish  investors,  in  plants  under  these 
leases,  became  alarmed  at  the  policy  of 
the  Government.  Their  representatives 
went  to  Sir  James  Whitney,  then  Pre¬ 
mier,  to  ascertain  precisely  the  nature 
of  that  policy.  Sir  James  Whitney 
told  them  distinctly  that  the  Govern¬ 
ment  had  no  intention  of  interfering 
with  vested  interests.  He  assured  them 
in  the  most  positive  manner  that  the 
power  which  was  to  be  distributed  by 
the  Hydro-Electric  Commission  would 
not  be  generated  by  it,  but  would  be 
purchased  by  it  from  the  generating 
companies.  He  said  decisively,  that  for 
the  Hydro-Electric  iCommission  to  gen¬ 
erate  power  on  its  own  account  would 
be  a  breach  of  the  agreement  the  Gov¬ 
ernment  had  entered  into  with  the  com¬ 
panies.  This  statement  of  the  Premier 
was  accepted  in  good  faith  hy  the  com¬ 
panies  and  the  declaration  then  made 
led  to  further  expenditures  upon  plant 
on  behalf  of  the  companies.  The  suc¬ 
cessors  of  the  late  Sir  Jam^s  Whitney 
and  the  Hydro-Electric  Commission 
have  absolutely  ignored  not  merely  the 
solemn  engagement  made  by  the  Premier 
in  behalf  of  the  Government,  but  in  de¬ 


fiance  also  of  explicit  written  contracts 
have  done  the  very  thing  the  Govern¬ 
ment  guarded  itself  against  in  1906. 
That  is,  they  have  done  the  thing  which 
Sir  James  Whitney  described  as  a  breach 
of  contract. 

The  By-lav:s  of  1908. 

An  important  crisis  of  the  Hydro- 
Electric  Commission  arose  over  the  pass¬ 
ing  of  the  Municipal  By-laws  in  1908. 
After  these  by-laws  had  been  passed  by 
a  number  of  municipalities,  their  legal¬ 
ity  was  called  in  question  and  it  was 
decided  by  the  court  that  the  provisions 
of  the  Ontario  Municipal  Act  in  respect 
to  the  information  to  be  supplied 
to  the  electors  in  the  by-law  had  not 
been  complied  with.  Retroactive  legis¬ 
lation  was  then  passed  in  order  to  le¬ 
galize  the  contracts  made  between  cer¬ 
tain  municipalities  and  the  Hydro-Elec¬ 
tric. 

The  Toronto  and  London  Contracts. 

Another  important  crisis  arose  when 
actions  were  entered  to  set  aside  the 
contracts  between  the  Commission  and 
the  cities  of  Toronto  and  London 
on  the  ground  of  misrepresentation 
on  the  part  of  the  Commission 
regarding  the  obligation  of  these  city 
corporations  in  respect  to  the  contracts. 
The  court  held  that  a  fiat  of  the  Attor¬ 
ney-General  was  necessary  to  enable  the 
actions  to  be  tried.  The  Attorney-Gen 
eral  (the  late  Sir  James  Whitney)  re¬ 
fused  to  grant  a  fiat,  upon  the  strange 
ground  that  he  could  not  divest  him¬ 
self  of  the  knowledge  that  the  Act 
was  intended’  to  validate  the  con¬ 
tracts  in  question.”  This  ground 
was  clearly  irrelevant,  yet  the  At¬ 
torney-General  assumed  the  power 
(which  he  may  or  may  not  really  have 
had)  to  refuse  a  fiat,  which  he  did. 

When  the  transmission  line  from  Nia¬ 
gara  was  erected,  instead  of  following 
the  usual  practice  in  respect  to  ease¬ 
ments  and  leases  of  land  for  the  line, 
the  Hydro-Electric  'Commission  resort¬ 
ed  to  arbitrary  measures  which  neces¬ 
sitated  further  special  legislation. 
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Absence  of  Foresight. 

It  has  been  remarked  that  lack  of 
foresight  has  many  times  led  the  H}-- 
dro-Eleetric  Commission  into  critical 
situations.  This  is  especially  true  with 
regard  to  the  crisis  aibout  power. 
From  the  beginning  they  grossly  under¬ 
estimated  the  effect  upon  the  demand 
for  electrical  power  which  the  mere  pro¬ 
mise  of  power  at  cost’'  would  pro¬ 
duce  when  that  promise  was  made  by  a 
Commission  with  the  financial  resources 
of  the  province  behind  it.  The  Com¬ 
mission  also  greatly  underestimated  the 
cost  of  producing  power  and  took  no 
account  of  the  limitation  in  the  supply 
of  water  by  the  International  agree¬ 
ment  between  Canada  and  the  United 
States. 

All  of  the  estimates  of  the  quantity 
of  power  which  might  be  demanded 
were  too  low.  The  consequence  of  this 
underestimate  has  been  frequent  fail¬ 
ure  of  current  and  constant  complaints 
on  the  part  of  the  Commission  that  they 
had  not  enough  power.  At  the  present 
time  the  Commission  is  involved  in  a 
power  crisis  of  this  kind.  It  has  in¬ 
creased  its  purchase  of  power  and  has 
also  undertaken  to  generate  power  on 
its  own  account.  But  the  available 
margin  between  the  amount  of  water 
which  may  be  taken  under  the  interna¬ 
tional  agreement  and  the  amount  which 
is  now  taken  is  not  great ;  and  it  is 
obvious  that  the  only  way  in  which  the 
Hydro-Electric  Commission  can  conduct 
its  business  is  either  to  raise  the  price 
in  order  to  diminish  the  demand  for 
power  or  to  reduce  the  amount  of  water 
which  the  companies  may  use.  If  tin; 
latter  expedient  is  adopted,  and  the  pro¬ 
cess  of  redaction  has  already  begun, 
the  companies  must  eventually  give  up 
business. 

October  14,  1916. 


The  tendency  towards  frequent  crises 
in  the  manaigement  of  industrial  enter¬ 
prises  under  official  administration  was 
illustrated  by  examples  from  the  history 


of  Manitoba  telephones  and  the  Ontario 
Hydro-Electric  Commission.  The  most 
importanit  recent  crisis  in  wlliich  the  lat¬ 
ter  was  involved  may  be  described  as  a 
political  crisis,  in  which  the  main  issue 
was  the  Government  of  Ontario.  The 
Hydro-Electric  Commission  advanced 
the  pretension  that  owing  to  its  in¬ 
fluence  with  the  municipalities  it  held 
the  political  control  of  the  province,  and 
that  unless  the  Cabinet  yielded  to  its 
demands,  it  would  defeat  the  Cabinet  at 
any  election  which  might  take  place,  or 
in  the  event  of  an  election  being  post¬ 
poned,  that  it  would  transfer  its  in¬ 
fluence  to  the  Opposition,  and  by  this 
means  defeat  the  Government.  The  de¬ 
mands  of  the  Hydro-Electric  Commis¬ 
sion  were,  to  say  the  least  of  iit,  exor¬ 
bitant  beyond  belief.  It  demanded  all 
the  funds  which  it  considered  necessary 
for  its  fantastic  schemes,  andi  it  'demand¬ 
ed  also  that  the  expenditure  of  these 
funds  should  be  exempt  from  audit.  In 
other  words,  the  Commission  should  re¬ 
ceive  a  blank  cheque  from  the  Govern¬ 
ment,  and  should  not  be  required  to  give 
any  account.  Although  the  Cabinet  had 
previously  shown  itself  to  be  incredibly 
weak  in  yielding  to  the  Commission,  and 
had  under  the  pressure  of  suppositious, 
political  influence  acquiesced  in  many 
irregularities,  these  demands  were  too 
much,  and  with  a  propriety  whidli  was 
almost  greater  than  might  have  been  ex¬ 
pected,  it  refused. 

The  Hydro-Electric  organs  did  not 
spare  the  Government;  but  if  the  Gov¬ 
ernment  had  gone  farther  and  refused 
absolutely  to  give  tlbe  Hydro-Electric 
Commission  any  further  facilities’  for 
exploiting  the  credit  of  the  province,  it 
would  have  earned  the  lasting  gratitude 
of  the  people  of  Ontario.  Had  it  drawn 
the  line  sharply,  it  would  have  avoided 
either  for  itself  or  its  successors  the 
complete  recasting  of  the  system  of  taxa¬ 
tion  of  the  province,  which  must  in¬ 
evitably  result  from  the  necessity  of  pro¬ 
viding  out  of  the  general  revenue  of  the 
province  for  the  enormous  deficits  which 
must  be  incurred  by  the  Commission,  It 
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is  quite  obvious  that  at  tilie  present  time 
the  principal  revenue  of  the  province  is 
derived  from  the  joint  stock  companies 
which  carry  on  business  within  its  boun¬ 
daries. 

If  the  conduct  of  the  Government  ren¬ 
ders  it  impossible  for  such  companies  to 
carry  on  business,  the  Government  must 
find  its  revenue  otlherwisie  than  from 
them.  Since  every  encroachment  by  the 
Government  or  by  'Commissions  insti¬ 
tuted  by  it  must  involve  diminished  re¬ 
venue  from  these  joint  stock  companies, 
it  is  clear  that  ere  long  the  Provincial 
Government  must  resort  to  another  form 
of  taxation  in  order  to  secure  the  re¬ 
venue  necessary  to  conduct  the  business 
of  the  province.  If  every  service  ren¬ 
dered  by  the  Government  or  by  its  Com¬ 
missions  is .  to  be  rendered  ‘‘  at  cotst,’’ 
and  if  the  Government  monopolizes  all 
services,  there  can  remain  nothing  for 
the  general  service  of  the  State. 

More  than  most  regions  of  its  size, 
Ontario  requires  the  aid  of  external 
capital  to  develop  its  resources.  This 
development  has  been  retarded  in  the 
past  by  fluctuating  and  ill-advised  gov¬ 
ernmental  policy ;  if  such  policy  is  con¬ 
tinued,  the  only  consequences  must  be 
the  retardation  of  further  development. 

The  Present  Power  Crisis. 

The  crisis  in  which  the  Commission  is 
now  involved  is  a  power  crisis,  in  which 
they  are  encountering  a  demand  for 
power,  stimulated  by  the  temporary  re¬ 
duction  cxf  price,  due  on  the  one  hand  to 
the  effort  on  the  part  of  the  Commission 
to  redeem  their  pledges  to  supply  cheap 
power,  and  on  the’  other  to  the  effort  on 
the  part  of  the  companies  to  compete 
with  a  Comimission,  subsidized  as  it  is 
by  the  province  and  the  municipalities. 
The  prices  which  have  been  fixed  by  the 
Commission  are  purely  arbitrary;  they 
have  no  relation  to  the  prices  at  which 
electricity  can  he  continuously  sold,  and 
they  have  no  relation  to  the  increasinir 
demand.  The  conditions  brought  about 
by  the  intervention  of  the  Hydro-Elec¬ 
tric  Commission,  inexperienced  as  it 
was  and  is  in  the  conduct  of  such  enter¬ 


prises,  has  demoralized  the  power  mar¬ 
ket.  It  is  true  that  the  condition  is  un- 
doubteiclly  temporary,  and  that  the  Com¬ 
mission  must  at  some  point  cease  to  be 
able  to  increase  its  supply  of  power. 
Then  it  will  become  apparent  to  the  gen¬ 
eral  public  that  the  credit  of  the  pro¬ 
vince  has  been  engaged,  the  resources  of 
the  province  mortgaged,  and  the  income 
of  the  province  drawn  upon  for  the  pur¬ 
pose  of  providing  a  certain  number  of 
municipalities,  and  in  these  a  certain 
number  of  individuals,  with  electrical 
power  not  “at  cost,”  but  below  cost,  and 
at  the  expense  of  the  province.  When 
the  general  public  have  become  fully 
aware  'of  that  fact,  the  Hydro-Electric 
Commission  must  raise  ilts  rates;  and  in 
the  raising  of  them  they  must  lose  cus¬ 
tomers,  and  go  on  losing  them,  until  all 
the  customers,  whose  only  inducement 
to  take  power  was  the  relative  cheap¬ 
ness  of  it  at  successive  points  on  the 
scale  of  prices,  have  been  eliminated. 
Meanwhile,  the  Hj’dro-Electric  Com¬ 
mission,  through  the  demoralization  of 
the  market  for  power,  will  have  driven 
private  enterprise  out  of  the  field,  if  not 
entirely,  at  least  so  far  as  some  estab¬ 
lished  and  all  new  enterprises  are  con¬ 
cerned. 

A  Dog-in-Manger  Policy. 

In  this  connection  it  is  instructive  if- 
notice  that  the  policy,  (which  can  only 
fittingly  be  described  as  that  of  a  dog 
in  a  manger,  adopted  about  twenty  years 
ago  by  some  of  the  larger  municipalities 
in  Great  Britain  and  supported  by 
Parliament  and  by  the  Electrical  De¬ 
partment  of  the  Board  of  Trade  both  of 
which  were  terrorized  by  the  political 
influence  of  the  municipalities)  ac¬ 
counts  wholly  for  the  slow  development 
of  electrical  enterprise  in  Great  Britain. 
Under  private  enterprise,  the  most  im¬ 
portant  early  advances  in  electric  light¬ 
ing  were  made  in  Great  Britain;  these 
advances  were  checked  and  a  promising 
industry  restricted  and  almost  totally 
ruined  by  the  conjoint  action  of  the 
municipalities  and  Parliament.  The  fear 
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that  any  one  should  make  a  profit  out  of 
a  public  service  became  a  kind  of  panic 
and  the  inevitable  result  was  that  no 
one  wanted  to  provide  service  for  the 
public,  the  municipalities  showed  them¬ 
selves  quite  incompetent  to  do  so,  the 
public  service  steadily  declined  in  effi¬ 
ciency  and  the  electrical  industry  was  al¬ 
most  ruined.  The  most  remarkable  per¬ 
iod  of  invention  and  improvement  in 
public  lighting  took  place  when  electric 
lighting  under  the  management  of  private 
enterprise  competed  with  gas  lighting 
under  municipal  management.  Gas  light¬ 
ing  in  many  cities  was  enormously  im¬ 
proved,  while  electric  lighting  gradually 
won  its  way  to  a  commanding  position 
ities  began  to  undertake  the  supply  of 
for  public  lighting,  when  the  municipal- 
electric  light,  as  well  as  gas,  the  process 
of  development  was  ‘arrested  and  Great 
Britain  fell  behind.  This  circumstance 
reacted  upon  the  manufacturing  of  elec¬ 
trical  appliances.  The  manufacturers 
looked  abroad  for  their  market,  while 
the  municipalities  strangled  the  elec¬ 
trical  business  in  the  interests  of  their 
gas  departments. 

Strangling  Private  Enterprise. 

The  course  of  history  sketched  above 
may  be  regarded  as  indicating  the  almost 
inevitable  course  of  history  in  the  im¬ 
mediate  future  of  Ontario.  The  power 
crisis  will  be  surmounted  by  the  Hydro- 
Electric  strangling  every  private  enter¬ 
prise  in  the  province  which  in  any  way 
competes  with  it,  absorbing  all  the  power 
which  it  can  find  means  to  develop  and 
then  when  it  possesses  a  statutory  mon¬ 
opoly  of  electrical  industries  attempting 
to  raise  its  rates  in  the  same  arbitrary 
fashion  as  it  lowered  them.  To  obtain 
a  supply  of  power  in  any  particular  case 
will  require  the  exercise  of  political  pres¬ 
sure  and  the  province  must  rapidly  glide 
into  a  hopelessly  demoralized  condition. 
Meanwhile  the  electrical  manufacturing 
industry  will  be  strangled  in  the  same 
way  as  the  same  industry  was  strangled 
in  Great  Britain  and  as  the  industry  of 


distributing  power  has  been  strangled  in 
Ontario. 

It  is  very  significant  that  whether  aid¬ 
ed  or  not  by  an  active  lobby,  alleged 
to  have  been  carried  on  by  the  Hydro- 
Electric  Commission  at  Albany  (a  very 
questionable  proceeding)  the  building  of 
radial  lines  in  Ontario  by  private  enter¬ 
prise,  has  been  impeded.  The  determin¬ 
ation  of  the  Hydro-Electric  Commission 
to  stamp  out  by  any  means  all  competi¬ 
tion  must  thus  be  rendered  absolutely 
certain.  Private  enterprise  which  has 
been  applied  directly  to  the  rendering  of 
public  services  has  been  the  first  to 
suffer.  In  a  short  time,  we  shall  be  told 
that  it  is  quite  impossible  for  the 
Hydro-Electric  system  to  pay  expenses  so 
long  as  it  is  being  held  up  by  con¬ 
scienceless  manufacturers  of  electrical 
supplies  and  compelled  to  pay  exorbi¬ 
tant  prices  for  these.  The  Commission 
will  argue  that  this  proceeding  will  force 
it  into  manufacturing  on  its  own  account. 
It  may  therefore  be  expected  to  embark 
upon  the  construction  of  street  railway 
cars,  and  of  electrical  plant  of  all  kinds. 
The  consequences  of  this  expansion  of 
the  activities  of  the  Hydro-Electric 
must  be  the  ruin  of  one  of  our  most 
promisins:  industries  and  the  driving  of 
our  electrical  engineers  out  of  the  coun¬ 
try. 

October  21,  1916. 


Consequences  of  the  Power  Crisis 

It  has  already  been  remarked  that 
the  Commission  is  now  in  the  throes 
of  a  power  crisis,  the  causes  of  which 
have  already  been  noticed.  Some  of  the 
consequences  of  the  crisis  remain  to  be 
considered.  Relief  has  been  sought  by 
forcing  the  companies  now  •  generating 
has  been  done,  one  of  the  companies 
electricity  to  supply  power,  not  at  the 
market  price  of  it  but  at  an  arbitrary 
price  fixed  by  the  Commission.  This 
ha,s  been  forced  to  sell  power,  a’- 
thoLigh  it  appears  that  the  price  has 
not  been  definitely  fixed.  It  must 
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be  remembered  that  the  Hydro-Elec¬ 
tric  system  nowhere  provides  for  an 
alternative  steam  supply.  This  cir¬ 
cumstance  renders  their  supply  very  un¬ 
certain  and  handicaps  the  system  in  view 
of  the  fact  that  at  least  some  of  their 
present  competitors  (as  for  example  the 
Toronto  Electric  Light  Co.)  possess  an 
alternative  steam  plant  which  indeed  is 
called  into  requisition  and  is  found  to 
be  advantageously  so  called  even  when 
the  emergency  of  a  failure  of  the  power 
from  Niagara  does  not  occur.  Thus  the 
Hydro-Electric  Commission,  by  forcing 
the  generating  companies  to  sell 
power  through  it,  may  throw  upon  these 
companies  an  increasing  obligation  to 
supply  alternative  steam  power  while 
at  the  same  time  the  Hydro-Electric 
Commission  is  doing  its  utmost  to  pre¬ 
vent  the  companies  from  obtaining  cap¬ 
ital  for  any  purpose  whatever. 

The  crisis  in  which  the  Commission  is 
at  present  involved  is  a  crisis  arising 
from  deficiency  of  power  but  it 
must  be  remembered  that  the  con¬ 
ditions  under  which  the  system  must  be 
worked  involves  the  acquisition  of  power 
in  large  amounts  and  not  in  small  in¬ 
crements.  Thus  the  next  crisis,  when  the 
Chippewia  power  plan  is  devoloped,  must 
be  a,  crisis  in  which  there  is  not  a  defi¬ 
ciency  of  power,  but  a  surplus  of  it.  How 
can  this  crisis  he  relieved  7  Only  by  sell- 
in?  Dower  out  more  cheaplv  in  order  still 
further  to  stimulate  demand,  or  start¬ 
ing  enterprises,  especially  radial  rail¬ 
ways  for  the  purpose  of  using  up  the 
power  regardless  altogether  of  whether 
or  not  these  enterprises  meet  their  ex¬ 
penses. 

The  Treaty  Crisis 

When  the  plans  of  the  Hydro-Electric 
as  at  present  formulated  are  fully 
carried  out,  the  whole  of  the  power 
at  Niagara  Falls  available  under  treaty 
will  be  utilized,  and  then  two  concurrent 
crises  will  emerge — one  a  treaty  crisis 
and  the  other  a  financial  crisis. 

The  treaty  between  Canada  and  the 
Fnited  States  resitricts  the  amount  of 


power  which  may  be  taken  respectively 
by  each  country.  This  treaty  was  con¬ 
cluded  after  a  long  period  of  negotia¬ 
tion.  An  influential  body  of  opinion  in 
the  United  States  was  strongly  averse  to 
the  impairment  of  the  beauty  of  the 
scenery  of  the  Niagara  Falls  and  their 
surroundings  by  the  utilization  of  the 
water  for  industrial  purposes.  With 
much  difficulty  a  compromise  was  ar¬ 
rived  at,  and  each  country  was  permitted 
to  withdraw  a  certain  amount.  The  ac¬ 
tion  of  the  Hydro-Electric  Commission  in 
proposing  to  draw  water  from  the  Chip¬ 
pewa  River  has  reopened  the  question, 
and  correspondence  has  already  taken 
place  on  the  subject  between  Washing¬ 
ton  and  Ottawa.  The  Dominion  Govern¬ 
ment  has  indicated  that  the  water  power 
which  the  Ontario  Government  proposes 
to  take  will  not  exceed  the  amount  as  ax 
present  determined  by  treaty.  Yet  the 
projects  of  the  Hydro-Electric  go  far  be¬ 
yond  this  amount.  If  these  projects  are 
carried  out,  the  whole  question  must  be 
definitely  reopened.  It  is  quite  conceiv¬ 
able  that  the  reopening  of  it  might  result 
in  a  more  or  less  acute  international 
crisis;  and  it  mi?ht  be  that  at  a  critical 
moment  in  the  relations  of  the  two  coun¬ 
tries,  the  question  would  be  still  un¬ 
settled  and  discussion  of  it  might  be  in¬ 
expedient  and  even  dangerous.  Rhetoric 
about  the  ‘‘white  coal”  of  Niagara  will 
not  avail  against  the  determined  opposi¬ 
tion  of  people  in  the  United  States,  who 
are  not  disposed  to  permit  the  destruc¬ 
tion  of  what  they  consider  a  great  na¬ 
tional  nsset.  Even  the  prospect  of  re- 
dueinp’  the  inrice  of  power  bv  a  dollar  or 
two  will  not  appeal  to  them  as  suf¬ 
ficient  compensation.  Moreover,  dis¬ 
turbance  of  the  existing  arrangement, 
arrived  at  with  so  much  pains,  may  not 
redound  to  the  advantage  of  Canada.  No 
one  who  is  familiar  with  the  history  of 
the  ncigotiations  which  preceded  the 
treaty,  and  of  the  arranorement  which 
placed  the  question  in  the  hands  of  the 
International  Waterways  Commission 
on  certain  terms,  would  rashly  disturb 
the  existing  arrangement,  and  bring  th?s 


38 


Public  Ownership  and 


thorny  and  difficult  question  once  more 
into  the  field  of  international  -politics. 
Yet  this^  is  where  the  heedless  projects 
of  the  Hydro-Electric  are  inevitably 
leading. 

The  Financial  Crisis 

Another  crisis  than  this  last  men¬ 
tioned  is  even  more  imminent.  Deficits 
in  the  Hydro-Electric  are  inevitable  for 
a  long  time  to  come  and  no  matter  how 
these  may  be  disguised  by  the  system  of 
accounting,  some  day  they  must  come 
demonstrably  to  light.  The  deficits  of 
the  municipal  enterprises  which  are  al¬ 
ready  apparent  must  react  upon  the  ac¬ 
counts  of  the  Commission  sooner  or 
later. 

We  must  thus  anticipate  at  no  dis¬ 
tant  period  of  time,  a  serious  financial 
crisis  in  the  Hydro-Electric  affairs. 
The  crisis  will  no  doubt  be  attributed 
to  the  conditions  engendered  by  the  war; 
but  this  must  be  regarded  as  a  wholly 
unjustifiable  attribution.  The  crisis  will 
be  due  to  fundamental  defects  in  the 
whole  structure  and  conduct  of  the  Hy¬ 
dro-Electric  system,  to  the  want  of  pro¬ 
vision  of  adequate  capital,  to  the  want 
of  anticipation  of  the  demand  which 
must  be  created  by  arbitrary  fixation  of 
the  price  and  to  the  general  defective 
conditions  of  a  technical  kind,  custom¬ 
ary  in  public  -enterprises. 

No  one  can  tell  at  the  present  moment 
at  what  date  the  war  will  come  to  an 
end;  but  no  prophet  is  needed  to  tell  us 
that  for  a  long  time  thereafter  the  de¬ 
mands  upon  the  money  market  by  Gov¬ 
ernments  in  Europe  and  elsewhere  will 
be  great  enough  to  keep  the  rate  of  in¬ 
terest  relatively  very  high.  The  enor¬ 
mous  mass  of  the  public  debt  of  all  coun¬ 
tries,  so  greatly  enhanced'  by  the  war, 
must  lead  to  extreme  economy  in  Gov¬ 
ernmental  expenditure.  The  financing  of 
the  huge  loans,  past  and  future,  must  in 
the  nature  of  the  case  be  so  difficult  to 


manage,  that  every  effort  must  by  force 
of  circumstances  be  made  by  all  Govern¬ 
ments  to  reduce  their  gross  requirements 
for  all  puiposes  to  the  smallest  prac¬ 
ticable  limits.  Any  Government  that  at¬ 
tempted  to  increase  its  total  of  obliga¬ 
tions  unnecessarily  would  speedily  find 
itself  frozen  out  of  the  money  market. 
Neither  the  Dominion  nor  the  Provincial 
Governments  of  'Canada  can  be  per¬ 
mitted  to  exploit  the  gallantry  of  the 
Canadian  troops  and  the  value  of  their 
, services  in  the  war  by  vulgar  appeals  for 
money  on  the  ground  of  that  gallantry 
or  these  services.  Even  if  they  did  so, 
the  appeal  must  fall  on  deaf  ears,  for 
the  stupendous  magnitude  of  the  obliga¬ 
tions  which  must  exist  at  the  close  of  the 
war  must  of  necessity  -prevent  such  ap¬ 
peals  from  -being  heeded. 

On-  narrower  gTounds  than  these,  how¬ 
ever,  it  may  well  be  that  so  far  as  the 
Hydro-Electric  Commission  is  concerned, 
further  demands  for  capital  may  be  re¬ 
fused  until  -and  unless  adequate  evidence 
is  forthcoming  of  the  soundness  of  the 
financial  basis  of  its  credit.  So  long  as 
there  re-m-ains  no  provision  by  means  of 
a  sinking  fund  or  otherwise  for  the 
amortization  of  its  obligations,  and  so 
long  as  there  is  no  independent  audit  of 
its  accounts,  further  credit  is  likely  to 
be  firmly  refused. 

Some  time  ago  it  was  announced  that 
a  well-known  firm  of  accountants  had 
been  employed  to  make  an  investigation 
into  the  Hydro-Electric  accounts..  No 
report  from  this  firm  has  yet  been  pub¬ 
lished.  It  may  be  that  the  investigation 
has  not  yet  been  concluded;  but  until  it 
has  been  concluded  and  until  a  satis¬ 
factory  report  upon  past  expenditures 
has  been  produced,  it  would  be  mere 
folly  on  the  part  of  any  Government  to 
commit  the  credit  of  the  province  any 
further  than  it  has  already  been  com¬ 
mitted  to  the  highly  speculative  schemes 
of  the  Hydro-Electric  Commission. 


October  28,  1916. 
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XI. 

The  tenth  objection  to  the  conduct  of 
industrial  enterprises  by  Government 
officials,  is  the  absence  in  the  manage¬ 
ment  of  a  properly  constituted  board  of 
directors  accustomed  to  deal  with  af¬ 
fairs  of  magnitude  and  the  substitution 
for  such  a  body  of  a  committee  of  poli¬ 
ticians,  or  the  nominees  of  politicians, 
appointed  on  gTounds  having  nO'  relation 
to  their  administrative  capacity. 

The  board  of  a  large  joint  stock  com¬ 
pany  is  customarily  coniposed  of  four 
classes  of  persons  in  varying  propor¬ 
tions.  These  classes  are  as  follows: — 
Directors  with  a  technical  knowledge  of 
the  industry  or  business  in  which  the 
company  carries  on  operations,  directors 
who  have  been  trained  in  or  in  close 
association  with  the  company  or  with 
privately  organized  firms  which  preced¬ 
ed  the  formation  of  the  company,  and 
who  are  therefore  familiar  with  its 
transactions  and  methods  of  business, 
directors  who  are  specially  qualified  for 
dealing  with  the  larger  financial  ar¬ 
rangements  which  the  company  may  find 
it  necessary  to  make,  and  finally,  direc¬ 
tors  who  are  representative  of  or  who 
are  themselves  large  investors  in  the  en¬ 
terprise. 

One  or  more  of  the  directors  may  belong 
to  all  of  these  classes;  but  in  the  com¬ 
position  of  a  properly  constituted  board, 
all  of  the  classes  must  be  represented, 
and  in  all  successful  and  permanent 
joint  stock  companies  there  must  be  a 
certain  proportion  of  each  class  on  the 
board.  As  a  matter  of  experience,  it 
is  extremely  difficult  tO'  attain  this  ideal, 
especially  in  the  United  States  and  Can¬ 
ada,  where  business  enterprise  of  mag¬ 
nitude  is  a  comparatively  new  growth. 
It  is  not  difficult  in  Great  Britain,  Hol¬ 
land,  or  France;  and  for  that  reason 
there  is  much  greater  stability  in  joint 
stock  enterprises  in  these  countries  than 
there  is  in  similar  enterprises  in  Amer¬ 
ica. 

The  Public  Attitude. 

There  is  also,  it  must  be  said,  less  pro¬ 


vocation  of  public  hostility  towards 
joint  stock  enterprise  in  Europe  than 
there  is  in  America  because  such 
enterprise  is  customarily  conducted  in 
Europe  with  greater  skill,  with  greater 
sense  of  responsibility  and  regard  for 
the  relation  between  the  permanent  in¬ 
terest  of  the  company  and  the  perman¬ 
ent  interest  of  the  public.  It  may  be  re¬ 
marked  also  that  these  characteristics 
are  not  infrequently  accompanied  by  .i 
conservatism  which  to  the  feverish  en¬ 
ergy  of  the  American  company  promo¬ 
ter  may  seem  another  name  for  inertia. 
Yet,  in  the  case  of  the  United  States  for 
some  years,  and  in  Canada  for  a  shorter 
period,  for  the  most  part  through  imi¬ 
tation,  there  has  arisen  a  movement 
which  at  times  has  risen  to  a  furore 
against  ‘‘corporations. These  “cor¬ 
porations”  are  of  course  joint  stock 
companies  whose  shares  and  other  secu¬ 
rities  are  held  by  hundreds  of  thous¬ 
ands  of  the  very  people  who  have  joined 
in  the  furore  against  them. 

In  Europe  no  such  furore  has  arisen 
and  the  corporation  or  joint  stock  com¬ 
pany  has  not  been  dragged  into  polities 
in  the  same  manner  as  it  has  been  drag¬ 
ged  into  politics  in  the  United  States 
and  'Canada.  The  reason  lies  partly  in 
the  management  of  joint  stock  enter¬ 
prises  in  the  respective  regions  and 
to  a  larger  extent  in  the  manoeuvres 
in  America  of  politicians  who  have 
found  corporation  baiting  a  profitable 
sport.  On  the  other  hand,  politicians 
have  been  able  to  blackmail  the  corpor¬ 
ations  and  at  the  same  time  enhance 
their  own  prestige  in  the  eyes  of  the 
public.  The  presence  of  a  few  enthu¬ 
siastic,  unworldly  but  ill-instructed  peo¬ 
ple,  has  given  the  movement  a  certain 
specious  air  of  respectaibilitv,  while  the 
movement  has  also  been  aided  by  the 
arrogance  of  some  of  the  comoanv  pro¬ 
moters  whose  methods  and  manners  are 
universally  disavowed  by  serious  and 
able  organizers  of  business  enterprises. 
When  the  public  incited  by  the  politi- 
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cians,  directs  its  wrath  indiscriminately 
against  all  corporations  because  some  of 
them  do  wrong,  or  are  alleged  to  do 
wrong,  it  is  invariably  an  indication 
either  that  the  courts  of  law  are  noi 
courts  of  justice,  or  that  the  legisla¬ 
tive  and  executive  powers  are  incom¬ 
petently  exercised.  In  a  democratically 
constituted  Government  there  need  be 
no  difficulty'  in  preventing  joint  stock 
companies  from  committing  breaches  of 
the  law;  nor  should  there  be  any  dif- 
hculty  in  devising  legislation  for  the 
purpose  of  safeguarding  the  public  in¬ 
terest  against  any  possible  attack. 

Furore  Against  Corporation  Against 
Public  Interest 

If,  therefore,  the  politicians,  support¬ 
ed  by  a  public  movement  which  they 
have  engineered,  engage  in  a  campaign 
against  joint  stock  enterprise,  they  must 
be  held  to  be  engaged  also  in  a  cam¬ 
paign  against  the  public  interest.  It 
cannot  be  in  the  interest  of  the  commun¬ 
ity  to  prevent  or  even  to  discourage 
spontaneous  co-operative  effort.  To  do 
so  is  to  drive  energetic  and  able  men 
out  of  the  country  and  to  prevent  the 
importation  of  capital  into  it.  Above 
all,  this  is  true  in  a  country  like  Can¬ 
ada,  where  there  is  as  yet  comparative¬ 
ly  slender  accumulation  of  capital  when 
the  amount  of  it  is  considered  in  rela¬ 
tion  to  the  requirements  for  the  devel¬ 
opment  of  our  natural  resources  and 
where  the  immigration  of  effective  and 
energetic  people  is  urgently  needed. 

Opposition  to  Co-operation. 

The  rationale  of  the  movement  against 
corporate  and  co-operative  effort  prolb- 
ably  lies  in  the  fact  that  Canada  is  stiJl 
predominantly  an  agricultural  country 
and  that  the  farmer  is  characteristically 
opposed  to  co-operation  in  any  form. 
His  natural  enemies  are  the  loan  corpor¬ 
ation,  which  holds  the  mortgage  on  his 
farm,  the  implement  manufacturing 
corporation,  which  holds  his  notes'  for 
his  agricultural  machinery,  and  the  rail¬ 
way  corporation  which  charges  him 
rates  of  freight  upon  his  grain,  which 


from  his  point  of  view  are  always  ex¬ 
orbitant.  Quite  naturally,  the  farmer  is 
under  the  impression  that  he  controls 
the  Government  and  that  therefore  if 
all  these  services  were  rendered  by  the 
Government  he  could  himself,  through 
his  control  of  the  Government,  regulate 
the  charges  for  all  of  these  services. 

It  is  possible  that  such  a  policy  could 
be  developed;  but  long  before  it  became 
perfected,  Canada  would  have  lost  all 
her  industries,  and  would  have  become 
an  exclusively  agricultural  region. 

The  reasons  for  this  conclusion  will 
appear  whenever  the  objection  against 
public  ownership,  as  stated  at  the  head 
of  this  article,  is  fully  realized.  The 
committees  or  commissions  entrusted  by 
the  executive  Government  with  the  con¬ 
duct  of  enterprises  under  public  owner¬ 
ship  are  almost  invariably  appointed  on 
political  grounds.  In  almost  none  of 
them  are  any  of  the  classes  catalogued 
above  represented.  The  Executive  Gov¬ 
ernment  is  not  wholly  to  blame  for  that 
condition,  excepting  in  the  sense  that 
if  it  could  execute  a  statute  of  self-ab¬ 
negation,  the  condition  might  be  alter¬ 
ed.  The  condition  is  due  to  the  fact, 
as  experience  has  practically  invariably 
shown,  that  a  commission  appointed  by 
the  Government  acts  under  the  con¬ 
trol  of  the  Government  and  under 
constant  pressure  of  interference 
by  it.  Competent  persons  will  be  re¬ 
luctant  to  risk  their  reputations  by  ac¬ 
cepting  positions  upon  such  commissions, 
even  with  guarantees  of  freedom  upon 
political  pressure.  Thus,  the  commission 
appointed  by  a  Government  to  manage 
an  industrial  enterprise  is  upon  its 
organiation  almost  never  competent.  In 
course  of  time,  some  of  the  members  of 
a  commission  may  probably  learn  the 
business,  although  such  a  process  of 
education  is  extremely  expansive  to  the 
public;  but  when  they  have  become  ac¬ 
quainted  with  the  details  of  the  business, 
the  invariable  consequence  is  that  they 
quarrel  with  the  Government  on  the 
ground  of  political  interference  and 
throw  up  their  position  in  disgust. 


November  4,  1916. 
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In  those  enterprises  the  successt’iij 
conduct  of  which  requires  not  merely 
technical  knowledge  of  a  business  but 
capacity  for  considering  dispassionate¬ 
ly  and  determining  promptly  matters  of 
industrial  policy,  the  politician  is  con¬ 
spicuously  out  of  place.  So  also  he  is 
out  of  place  in  those  enterprises,  the 
successful  conduct  of  which  requires  a 
knowledge  of  finance  and  experience  in 
the  practice  of  it. 

The  board  of  directors  of  any  indus¬ 
trial  organization  which  does  not 
keep  steadily  in  view  the  continuity  of 
the  enterprise  would  be  faithless  to  the 
trust  which  has  been  placed  in  it  by  the 
proprietors.  The  political  commission  is 
in  a  different  position.  An  adverse  vote 
of  the  legislature  on  a  question  of  gen¬ 
eral  policy  might  suddenly  throw  the 
government  out  of  power  and  the  com¬ 
mission  would  sooner  or  later  have  to 
follow  it;  no  matter  how  successfully  it 
might  have  conducted  the  enterprise  in 
which  it  was  particularly  interested. 

The  Political  Influence. 

The  political  commission  has,  therefore 
no  inducement  to  secure  continuity.  The 
conduct  of  the  enterprise  must  be  such 
as  to  contribute  towards  the  mainten¬ 
ance  of  political  power  in  the  hands  of 
the  party  which  has  appointed  it,  and 
other  and  more  permanent  interests 
must  be  sacrificed  for  that.  This  atti¬ 
tude  necessarily  influences  decisions  up¬ 
on  what  ought  to  be  purely  technical 
questions,  viz.,  the  fixation  of  rates  for 
service  and  the  appropriation  of  depre¬ 
ciation  and  sinking  funds. 

From  the  point  of  view  of  the  tech¬ 
nical  management  of  an  industrial  en¬ 
terprise  the  absence  of  a  skilled  board  is 
a  great  disadvantage.  The  success  of 
the  enterprise  may  be  compromised  by 
a  decision  on  political  grounds  of  which 
the  technical  management  may  wholly 
disapprove.  Thus,  for  example,  a  rate 
for  a  service  may  be  determined  by  a 
political  commission  against  technical 
advice  and  with  the  full  knowledge  that 
the  permanence  of  the  service  might  be 


compromised.  Again,  also  technical 
managers  quite  competent  for  the  exer¬ 
cise  of  their  p>)per  functions  are  not 
unusually  unable  to  determine  questions 
of  general  industrial  policy.  In  the  State 
service  they  generally  look  in  vain  to 
their  commission  or  committee,  of  man¬ 
agement  for  guidance. 

Experienced  Directors  Necessary. 

In  general  when  propagandists  of 
‘^public  ownership”  are  demonstrating 
its  advantages  on  the  platform,  they 
make  much  of  the  circumstance  that  a 
great  saving  must  be  effected  by  the 
elimination  of  the  ‘‘headquarters  staff” 
or  of  an  expensive  board  of  directors. 
This  plea  was  as  matter  of  fact  made 
for  example  when  the  Manitoba  Govern¬ 
ment  Telephones  were  projected.  In 
that  ease  the  headquarters  staff  was  dis¬ 
pensed  with  and  the  consequences  were 
disastrous. 

In  so  highly  complicated  a  business  as 
the  supply  of  electrical  power  and  the 
administration  of  ‘radial  railways,  some 
thing  more  is  necessary  than  the  em¬ 
ployment  of  technical  assistance  in  the 
narrow  sense.  The  superior  direction 
especially  in  large  questions  of  policy 
must  reside  in  the  board  under  what 
ever  name  it  may  be  called,  and  unless 
this  board  is  thoroughly  experienced  in 
the  business,  enormous  losses  may  read¬ 
ily  be  incurred  in  a  very  short  period. 
Such  faults  of  management  occur  no 
doubt  in  some  industrial  enterprises 
conducted  on  the  voluntary  principle; 
but  state  and  municipal  enterprises  are 
much  more  certainly  and  frequently 
subject  to  these  faults  of  management 
for  the  simple  reason,  that  the  managers 
have  something  else  to  think  about  than 
the  mere  conduct  of  the  business,  viz., 
the  political  effect. 

It  is  matter  of  experience  in  eases 
where  an  industrial  enterprise  is  con¬ 
ducted  by  a  political  committee,  that  it 
is  extremely  difficult  for  the  technical 
management  to  secure  the  attention  of 
the  committee.  The  members  of  the  com¬ 
mittee  through  indolence  or  lack  of 
mental  capacity  are  found  habitually  to 
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neglect  their  duties  upon  it,  especially  if 
as  often  happens  they  receive  no  special 
remuneration  for  the  work.  They  refuse 
or  neglect  to  read  the  reports  which  are 
submitted  to  their  judgment,  and  in  gen¬ 


eral  avoid  the  performance  of  the  duties 
they  are  supposed  to  discharge.  This 
might  not  be  the  case  in  an  ideal  society; 
but  it  is  well  known  to  be  the  case  in 
ours. 


November  11,  1916. 
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XII. 


The  eleventh  objection  to  the  conduct 
of  industrial  enterprises  by  Government 
officials  is  the  neglect  by  the  Govern¬ 
ment  which  pursues  the  policy  of  ‘‘pub¬ 
lic  ownership,’’  of  the  functions  proper 
to  it  as  a  Government,  owing’  to  the  pre¬ 
occupation  of  its  members  in  enterprises 
which  they  labor  unsuccessfully  to  un¬ 
derstand  during’  the  comparatively  short 
period  of  their  administration  and  to 
the  engagement  of  the  resources  and 
credit  of  the  country  in  hazardous  en¬ 
terprises  which  are  continuous  sources 
of  anxiety. 

This  objection  is  particularly  appli¬ 
cable  to  the  case  of  municipalities,  not 
only  in  this  but  in  many  other  countries. 
Under  the  influence  of  propaganda  for 
“public  ownership,’’  conducted  gener¬ 
ally  by  people  who  are  quite  ignorant  of 
the  history  of  the  question  and  quite  in¬ 
nocent  of  any  critical  judgment  upon  it, 
municipalities  often  plunge  into  projects 
of  municipal  ownership  of  services  which 
may  fairly  be  called  luxuries,  before 
such  primary  essentials  as  water  supply 
and  sewage  have  been  properly  provided. 
This  tendency  was  corrected  in  the 
United  Kingdom  by  the  Local  Govern¬ 
ment  Boards,  which  exercised  a  certain 
supervision  over  the  municipalities.  These 
boards  effectively  checked  the  tendency 
towards  embarking  the  means  of  the 
taxpayers  in  such  luxuries  as  municipal 
telephones  for  example,  while  the  essen¬ 
tial  services  were  absent  or  were  inef¬ 
ficiently  supplied.  Where  a  superstition 
of  public  ownership  affects  a  govern¬ 
ment,  the  check  which  has  been  custo¬ 
marily  imposed  upon  the  municipalities 
is  withdrawn  or  neglected,  and  these 
bodies  are  left  to  plunge  the  taxpayers 
inhabiting  the  administrative  areas  in¬ 
to  indefinite  obligations.  For  example, 
under  the  Hydro-Electric  Acts  of  last 
session,  the  amounts  raised  by  munici¬ 
palities  for  radial  railways  are  declared 
not  to  fall  within  the  limits  of  indebted¬ 
ness  prescribed  by  the  Municipal  Act 


That  is  to  say  that  a  debt  incurred  for 
a  radial  railway  is  not  a  debt  within 
the  meaning  of  the  Act.  The  etfect  of 
this  ostrich-like  policy  niust  necessarily 
diminish  the  credit  of  the  municipalities 
because  by  means  of  it,  the  total  debt 
incurred  by  them  is  concealed  and  is 
very  difficult  to  discover.  In  Canada  the 
institution  of  a  Local  Government  Board 
is  hardly  practicable  —  a  provincial 
board  under  present  conditions  would  be 
so  much  under  party  political  control 
that  it  would  be  useless  and  a  Dominion 
Board  would  necessarily  bring  the  Dom¬ 
inion  into  conflict  with  Provincial  juris¬ 
diction.  In  Ontario  the  mingling  of  Pro¬ 
vincial  and  municipal  finance  which  has 
been  part  of  the  policy  of  the  Hydro- 
Electric  Commission,  has  a  history  pre¬ 
vious  to  that  commission  which  suggests 
very  grave  difficulties  in  this  second  ex¬ 
periment. 

Spread  of  the  Movement. 

The  only  real  safety  for  this  country 
is  to  confine  the  Dominion,  Provincial 
and  municipal  authorities  to  the  per¬ 
formance  of  obviously  essential  admin¬ 
istrative  duties.  If  they  perform  these 
well,  they  will  have  plenty  to  do.  The 
more  widely  they  are  endowed  with 
functions  in  addition  to  those  of  a  dis¬ 
tinctively  administrative  character,  the 
less  efficient  they  become  in  the  exer¬ 
cise  of  their  proper  functions  and  the 
more  dangerous  they  become  to  public 
liberty. 

An  illusion  is  prevalent  that  the 
ever-widening  extension  of  public 
ownership  is  inevitable,  or  at  least  that 
over  those  services  which  are  customari¬ 
ly  known  as  “public  utilities,’’  public 
ownership  must  come.  This  attitude  of 
mind  can  only  be  described  as  fatalism; 
it  means  complete  abandonment  of  anv 
critical  examination  of  projects  either 
before  they  are  adopted  or  after  they 
are  carried  into  effect.  It  is  the  same 
attitude  of  mind  which  in  many  coun- 
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tries  has  caused  the  peasantry  to  sub¬ 
mit  indefinitely  to  exorbitant  peasant 
rents  and  to  exploitative  wages.  From 
this  point  of  view  all  existing  conditions 
are  inevitable.  They  can  never  be  al¬ 
tered.  To  them  the  law  of  variation 
does  not  apply.  But  less  acquiescent 
minds  among  the  peasantry  have  at 
times  shown  that  such  conditions  are  not 
inevitable,  that  in  fact  they  are  quite 
temporary.  So  also  with  the  furore  for 
public  ownership,  critical  examination 
of  the  actual  facts  concerning  the  at¬ 
tempt  on  the  part  of  governments  to 
monopolize  the  public  utilities  and 
to  manage  or  mismanage  them  in  any 
way  they  please,  may  eventually  bring 


this  system  to  an  end,  or  at  all  events 
prevent  its  indefinite  extension.  In  any 
case  the  view  is  w'holly  superficial  and 
unintelligent  that  there  is  any  perman¬ 
ence  in  the  movement  for  the  extension 
of  governmental  powers  in  the  economic 
field.  It  has  been  previously  remarked 
that  this  movement  breeds  autocracy, 
and  innumerable  examples  show  that  the 
growth  of  autocracy  and  the  growth  of 
democracy  are  wholly  incompatible.  If 
public  ownership  is  inevitable  and  if 
autocratic  exercise  of  the  economic  pow¬ 
er  which  is  placed  by  it  in  the  hands 
of  governments  and  their  officials  is  in¬ 
evitable  also,  it  is  fairly  clear  that  the 
destruction  of  the  whole  system  is  equal¬ 
ly  inevitable. 


November  25,  1916. 
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Twelfth  Objection:  Tendency  to  Promote  Illusion  That  Politics  and  Business 

are  Interchangeable. 

XIII. 


The  twelfth  objection  to  the  transfer¬ 
ence  of  the  operation  of  industrial  en¬ 
terprises  from  spontaneously  organized 
groups  to  public  officials,  the  essential 
characteristics  of  what  is  called  ‘‘pub¬ 
lic  ownership/’  is  “the  tendency  to 
promote  the  illusion  that  politics  and 
business  are  interchangeable  '  expres¬ 
sions.”  'The  distinction  between  poli¬ 
tics  and  business  is  intended  to  suggest 
that  politics  in  the  high  sense,  i.e.,  in 
the  sense  of  the  art  and  practice  of  gov¬ 
ernment  to  the  end  that  the  welfare  of 
the  people  as  a  whole  may  be  secured — 
welfare  that  is  of  a  moral  and  intellec¬ 
tual  as  well  as  economic  character — is 
distinct  from  the  commercial  activities 
of  the  same  people.  There  is,  however, 
another  and  baser  sense  in  which  the 
expression  politics  is  customarily  ap¬ 
plied — the  sense  of  intrigue  to  secure 
power  over  the  people. 

When  business  and  politics  are  re¬ 
garded  as  identical,  the  consequences  are 
the  degradation  of  politics  to  the  infer¬ 
ior  sense  and  the  utilization  of  econo¬ 
mical  power  in  strengthening  control 
over  the  people.  While  this  question  of 
public  ownership  is  an  economic 
question,  it  is  thus  also  very  largely  a 
political  question,  because  the  seizure 
of  economical  power  by  the  group  of 
politicians,  temporarily  in  the  seat  of 
government,  may  strengthen  them  to 
such  an  extent  that,  in  peril  to  the  pub¬ 
lic  interest,  they  may  retain  that  seat  in¬ 
definitely. 

In  a  complete  system  of  state  collec¬ 
tivism,  political  and  economical  power 
are  concentrated  in  the  same  hands;  and 
in  so  far  as  any  given  system — public 
ownership,  for  example — makes  for  col¬ 
lectivism  or  shares  its  characteristics, 
the  tendency  is  to  promote  the  illusion 
in  question.  Discussion  of  state  collec¬ 
tivism  as  a  system  has  been  avoided  in 
these  articles  because  the  intention  of 
them  has  been  to  show  the  practical  de¬ 


ficiencies  of  “public  ownership”  in  the 
narrow  sense  of  public  operation  of  pub¬ 
lic  utilities!  It  may  here  be  remarked, 
however,  that  both  the  larger  and  the 
smaller  system  make  in  the  same  direc¬ 
tion,  viz.,  to  the  unification  of  economi¬ 
cal  and  political  interests,  both  expres¬ 
sions  being  employed  in  the  baser  sense. 
In  other  words,  the  nation  conies  to  be 
regarded  as  a  commercial-political  unit, 
with  exclusively  mercantile  interests  and 
without  moral  ideals  or  spiritual  signi¬ 
ficance. 

There  have  been  such  commercial 
aggregations  of  peoples,  but  they  have 
never  constituted  a  nation  in  a  real 
sense  and  the  inherent  weakness  of  their 
commercial  organization  has  invariably 
brought  them  to  grief.  There  are  in  his¬ 
tory,  also,  many  examples  of  nations 
which  have  gone  far  towards  completely 
commercializing  themselves  and  thus 
subordinated  the  interests  of  the  state 
to  commerce.  These  also  have  been  un¬ 
able  to  maintain  their  national  position. 
The  most  complete  collectivism  not  only 
affords  room  for  the  growth  of  profound 
moral  individualism,  but  it  would  ap¬ 
pear  that  in  that  atmosphere  the  baser 
types  of  selfishness  chiefiy  thrive.  The 
story  of  Ananias  and  Sapphira  is  thor¬ 
oughly  characteristic  of  a  formal  col¬ 
lectivism  concealing  real  selfishness.  No 
one  who  knows  the  inner  history  of  any 
small  collectivist,  communist  or  similar 
group,  has  failed  to  observe  many  cases 
of  the  Ananias  type. 

For  these  reasons  the  assumption  that 
greed  is  being  diminished,  much  less  eli¬ 
minated  by  public  ownership,  is  wholly 
unfounded.  Indeed,  it  may  be  said  with 
truth  as  the  outcome  of  experience,  that 
in  this  country,  as  in  others,  the  move¬ 
ment  for  public  ownership  in  so  far  as 
it  has  not  been  initiated  and  conducted 
by  persons  who  did  not  grasp  the  mean¬ 
ing  of  it,  has  been  initiated  and  con¬ 
ducted  by  persons  who  in  some  form  or 
other  desired  to  profit  by  it,  either 
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through  the  luxury  of  the  enjoyment  of 
power  or  more  tangibly  through  the  pat¬ 
ronage  it  enabled  them  to  exercise. 
Instance  of  the  Intercolonial  Railway 
This  country  appears  to  have  reached 
a  certain  stage  in  the  experience  of  Gov¬ 
ernment  operation  of  industrial  enter¬ 
prises  which  demands  inquiry  |as  tO' 
whether  the  mingling  of  politics  and 
business  results  not  only  in  poor  busi¬ 
ness,  but  in  poor  politics.  In  this  con¬ 
nection  the  incident  which  has  just  oc¬ 
curred  in  the  management  of  the  Inter¬ 
colonial  Railway  is  highly  instructive, 
and  is  deserving  of  close  examination. 
The  Intercolonial  Railway,  for  many 
years  the  chief  Governmental  enterprise 
in  Canada,  has  never  paid  interest  upon 
the  capital  invested  in  it,  and  up  till 
very  recently  has  not  within  very  large 
amounts,  been  able  to  pay  its  operating 
expenses.  It  was  constructed,  and  has 
always  been  conducted  as  a  political  and 
not  as  a  business  enterprise.  Employ¬ 
ment  upon  it,  and  the  rates  charged  by 
it,  have  alike  been  determined  on  poli¬ 
tical  grounds.  One  of  the  consequences 
of  this  state  of  matters  is  that  the  Mari¬ 
time  Provinces  have  come  to  look  upon 
the  railway  as  their  peculiar  appanage 
and  upon  the  cost  of  the  enterprise  to 
Canada  as  a  whole,  as  constituting  a 
fair  homage  to  the  superior  intelligence 
of  the  shrewd  Nova  Scotians.  During 
the  past  two  years  the  Intercolonial 
Railway  has  in  a  manner  justified  itself. 
Had  it  not  been  available,  it  would  have 
been  extremely  difficult  for  Canada  to 
have  maintained  the  supply  of  troops  for 
the  campaign,  which  it  has  been  fortunate 
enough  to  maintain.  The  enormous  in¬ 
crease  of  the  traffic  caused  by  militarv 
movements  not  only  brought  the  earn¬ 
ings  of  the  line  to  an  unprecedented 
point  but  necessitated  the  employment 
of  superior  officers,  having  special  ex¬ 
perience  or  special  qualifications  for  the 
work. 

The  Minister  of  Railways,  Mr.  Coch¬ 
rane,  wisely  selected  his  men  on  the 
ground  of  competence,  and  perhaps  for 
the  first  time  in  the  history  of  the  In¬ 


tercolonial,  appears  to  have  neglected 
altogether  political  considerations.  Even 
in  time  of  war  that  could  not  be  al¬ 
lowed  to  pass,  and  we  have  the  edifying 
spectacle  of  the  Conservative  whip  re¬ 
signing  because  a  non-political  appoint¬ 
ment  has  been  made,  and  engaging  in  a 
political  campaign  against  the  Govern¬ 
ment  at  this  critical  moment  in  the  his¬ 
tory  of  the  country.  Nothing  could  be 
conceived  of  more  thoroughly  condem¬ 
natory  of  the  policy  of  public  ownership 
than  this  incident,  excepting,  perhaps, 
the  history,  as  a  whole,  of  the  Inter¬ 
colonial.  That  railway  had  to  be  con¬ 
structed  as  a  political  necessity;  but  it 
would  have  been  in  every  way  more  ad¬ 
vantageous  for  the  country  as  a  whole 
and  even  for  the  Maritime  Provinces,  if, 
being  constructed,  it  had  been  leased  to 
a  company,  which  would  have  paid  upon 
it  an  increasing  rental  and  would  all 
along  have  been  under  the  control  for  all 
legitimate  purposes,  of  the  Government. 

The  incident  throws  into  a  lurid 
light  the  objection  previously  noticed 
that  public  ownership  induces  the  em¬ 
ployment  of  unfit  persons  and  drives  the 
intelligent  and  competent  out  of  the 
countr3^ 

It  is  clear  that,  saving  for  an  inde¬ 
pendent  and  vigorous  Minister,  a  most 
rare  ease  in  this  country,  had  the  whole 
of  the  Canadian  railway  systems  been 
under  public  ownership  from  the  begin¬ 
ning,  we  should  never  have  had  the  bene¬ 
fit  of  the  services  of  Sir  William  Van 
Horne,  or  Mr;  Hays,  nor  should  we  now 
have  the  services  of  Lord  Shaughnessy. 

The  War  As  a  Factor. 

At  the  present  time  the  chief  practi¬ 
cal  objection  to  encroachment  by  the 
Government  upon  the  domain  of  indus¬ 
try  is  the  situation  in  which  we  find 
ourselves  in  consequence  of  the  war.  It 
is  surely  our  interest,  as  well  as  our 
duty,  to  mobilize  all  our  resources  and 
not  to  reduce  the  value  and  importance 
of  any  of  them.  Those  who  go  about  for 
political  reasons  denouncing  every  ef¬ 
fort  but  their  own,  are  not  acting  in  the 
interests  of  the  country;  and  those  who 
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insist  upon  public  funds  being  immedi¬ 
ately  embarked  upon  highly  speculative 
enterprises,  which  under  no  circum¬ 
stances  can  yield  any  return  for  many 
years,  are  really  doing  their  utmost  to 
embarrass  the  country  in  the  prosecu¬ 
tion  of  the  war. 

It  is  perfectly  clear  that  up  till  the 
year  1914,  this  country  had  expended  an 
excessive  amount  in  public  enterprises, 
the  yield  from  some  of  which  must 
be  long  postponed.  The  inflow  of 
capital  was  sharply  checked  and 
in  consequence  we  were  on  the 
eve,  if  not  of  a  crisis,  at  all  events 
of  a  period  of  depression.  The  war  al¬ 
tered  these  conditions,  caused  a  wide  ad¬ 
vance  of  prices  and  of  wages,  and  chang¬ 
ed  the  relative  values  of  many  things. 
It  also  brought  increased  burdens,  both 
immediate  and  remote;  above  all,  it 
brought  the  need  for  sharp  economy 
both  public  and  private,  in  order  that 
the  Empire  should  sustain  the  enormous 
financial  pressure  to  which  it  must  be 
subjected.  Those  who  just  now  are  pro¬ 
moting  excessive  public  works  have  lit¬ 
tle  interest  in  the  war  or  knowledge  of 
what  it  means.  The  newspapers  are  en¬ 
titled  to  little  credit  for  the  flattery  with 
which  they  have  anointed  these  persons 
and  one  day  they  may  be  expected  to 
turn  upon  and  rend  them.  We  have 
seen  many  popular  favorites  fall  from 
the  precarious  heights  to  which  they 
have  been  carried  or  have  been  able  to 
climb  and  we  have  seen  how  little  no¬ 
tice  is  taken  of  them  when  they  fall. 

Conclusion. 

The  articles  in  this  series  have  not 
been  designed  as  a  complete  exposition 
of  a  complicated  subject;  they  have  ra¬ 
ther  been  intended  to  protest  against 
irretraceable  steps  towards  commit¬ 
ting  the  country,  and  especially  the  Pro¬ 
vince  of  Ontario,  to  a  danaerous  policy. 
One  of  the  leading  English  economists 
has  remarked:  ‘^In  all  practical  cases, 
before  a  decision  between  these  alterna¬ 
tive  methods  (public  control  or  public 
operation)  is  arrived  at,  it  is  necessary 
to  take  account  of  the  general  character 


of  the  particular  public  authority  whose 
action  is  involved,  as  well  as  of  the 
probable  effect  of  new  tasks  upon  its 
efficiency  for  the  purpose  of  its  primary 
non-industrial  duties.” 

No  one  who  has  any  intimate  know¬ 
ledge  of  the  polities  of  the  Dominion  or 
of  any  of  the  provinces  can  view  with¬ 
out  grave  misgivings  the  promotion  of 
a  policy  which  should  permit  the  exist¬ 
ing  public  authorities  or  any  others  who 
might  be  expected  to  take  their  places, 
to  encroach  upon  private  enterprise  even 
to  the  extent  of  assuming  control  of  a 
single  public  utility.  The  qualifications 
of  these  authorities,  such  as  they  are, 
lie  in  wholly  different  directions.  Re¬ 
peated  commissions,  and  public  inqui¬ 
ries  of  various  kinds,  during  past  years, 
have  shown  that  when  they  touch  an  en¬ 
terprise  they  ruin  it,  when  they  presumt^ 
to  override  the  counsel  of  experience, 
they  do,  as  they  did,  for  example,  in  the 
case  of  the  National  Transcontinental 
Railway,  when  they  threw  railway  en¬ 
terprise  in  Canada  into  almost  hopeless 
confusion  and  burdened  the  countrv 
with  a  mass  of  debt  which  only  the  tem¬ 
porary  inflation  of  the  war  has  enabledi 
it  to  endure  without  grave  hardship.  In 
the  Western  Provinces,  experiments  in 
public  ownership  have  abundantly  prov¬ 
ed  themselves  to  be  costly  failures  al¬ 
though  even  yet  the  full  weight  of  their 
cost  has  not  been  spread  over  the 
communities  as  one  da.y  it  must  be.  In 
Ontario,  the  only  even  partially  success¬ 
ful  instance  of  public  ownership  on  any 
considerable  scale  is  the  Temiscamingue 
Railway.  That  line  has  had,  however, 
two  unique  and  fortuitious  advantages. 
After  its  construction,  extensive  depo¬ 
sits  of  precious  metals  were  found  near 
the  line  and  the  management  of  it  was 
assumed  gratuitiously  by  an  unique  per¬ 
sonality,  whose  experience  had  been  de¬ 
rived  in  one  of  the  much  derided  ‘‘cor¬ 
porations.”  Unless  the  whole  of  the 
capital  involved  in  the  railway  is  sub¬ 
ject  to  amortization  within  the  life¬ 
time  of  the  mines  and  unless  the  Govern¬ 
ment  is  lucky  enough  to  secure  a  sue- 
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cession  of  Mr.  Engieliart’s  on  the  same 
generous  terms,  the  Temiscamingue 
Railway  will  lapse  ii^to  the  state  of 
chronic  deficits  in  which  all  other  Gov¬ 
ernmental  enterprises  in  Canada  are 
found. 

It  must  be  pointed  out  very  explicitly 
that  these  articles  do  not  constitute  in 
any  way  an  attack  upon  the  Government 
of  Ontario.  Criticism  of  a  project  be¬ 
fore  that  project  is  fully  embarked  upon 
is  in  no  way  adverse  to  the  interests  of 
the  Government.  Moreover,  the  Govern¬ 
ment  has  repeatedly  indicated  that  the 
Commission  “is  out  of  politics.’^  In  the 
sense  that  both  political  parties  appear 
to  support  the  policy  of  the  Commission 
that  statement  is  true.  But  in  a  deeper 
sense  the  Commission  is  in  politics.  It 
is  highly  probable  that  the  Government 
will  find  that  it  is  much  easier  to  control 
cor:porations,  no  matter  how  powerful, 
than  to  resist  the  control  of  the  Hydro- 
Electric  Commission  backed  by  the  On¬ 
tario  Union  of  Municipalities.  If  the 
Hydro-Electric  plans  are  fully  matured, 
we  may  see,  after  no  great  lapse  of  time, 


the  Union  of  Municipalities  in  full  con¬ 
trol  of  the  Government.  There  will  then 
be  a  strong  inducement  for  the  munici¬ 
palities  in  general  to  default  in  the  pay¬ 
ment  of  the  interest  upon  their  Hydro- 
Electric  debentures,  and  to  land  the 
whole  of  the  burden  of  the  Chippewa 
power  project  and  the  radial  railways 
upon  the  Provincial  Treasury — a  result 
precisely  similar  to  that  which  occurred 
in  connection  with  the  Municipal  Loau 
Fund.  If  this  way  out  of  the  series  of 
obligations  did  not  already  present  itself 
to  the  municipalities,  it  is  doubtful  if  one 
of  them  wo'uld  vote  for  the  by-law  which 
has  been  prepared  for  them.  If  they  do 
vote  for  it  and  for  the  money  by-laws 
which  must  follow,  the  watchdogs  of  the 
public  interest  will  be  very  negligent  if 
they  do  not  see  to  it  that  every  munici¬ 
pality  pays  to  the  Provincial  Treasury 
the  amounts  due  with  proper  punctuality. 
The  great  fear  is  that  political  pressure 
will  be  invoked  continuously,  and  that 
the  community  of  Ontario  as  a  whole 
will  suffer  for  years  from  the  effects  of 
the  foolish  optimism  of  the  promoters  of 
the  movement  for  public  ownership. 


December  23,  1916. 


Financial  Aspects  of  the  Projects  of  the 
Hydro-Electric  Commission 

System  of  Expenditures  by  Mimicipalities  Defeats  the  Object  of  Limitation  of  the 
Municipal  Act-Inevitable  Effect  Upon  Municipal  Credit— Estimates 
Being  Made  in  an  Irresponsible  Manner. 


The  argument  has  been  used  by  ad¬ 
vocates  of  the  Hydro-Electric  schemes 
that  the  enterprise  was  originally  a  co¬ 
operative  municipal  enterprise  and  that 
the  province  was  not  justified  in  im¬ 
posing  any  check  upon  it.  These  advo¬ 
cates  even  object  to  an  audit  of  the  ac¬ 
counts  of  the  Hydro-Electric  Commis¬ 
sion  by  the  Provincial  Auditor.  Such 
opinions  do  not,  however,  prevent  the 
Hydro-Electric  Commission  and  its  ad¬ 
vocates  from  demanding  financial  as¬ 
sistance  from  the  province,  nor  would 
they  prevent  the  commission  and  its 
advocates  from  demanding  financial  as¬ 
sistance  from  the  Dominion.  Indeed, 
even  the  estimated  costs  of  the  various 
schemes  upon  which  the  Hydro-Electric 
has  embarked,  or  announced  its  inten¬ 
tion  to  embark,  are  so  enormous,  that 
the  collective  credit  of  the  municipali¬ 
ties  concerned  would  be  a  wholly  in¬ 
adequate  basis  upon  which  to  raise  the 
necessary  funds.  It  is,  therefore,  in¬ 
dispensable  that  the  province  should 
either  find  the  money  by  means  of  the 
issue  of  its  own  securities  or  by  guaran¬ 
tee  of  the  issue  of  municipal  securities. 
If  the  Dominion  Parliament  allows 
itself  to  be  drawn  into  the  scheme,  di¬ 
rect  grants  must  be  made  from  the 
Dominion  Treasury,  or  the  securities  of 
the  province  must  be  guaranteed  by  the 
Dominion.  In  other  words,  under  the 
present  conditions,  the  province  is  res¬ 
ponsible  for  the  debt  which  has  been 
contracted  by  the  Hydro-Electric  Com¬ 
mission  and  by  the  municipalities  which 
have  been  drawn  into  the  net,  and  we 
may  yet  witness  the  eventual  responsi¬ 
bility  of  the  Dominion.  Under  these 
circumstances,  to  refrain  from  impos¬ 
ing  any  restraint  upon  the  municipali¬ 
ties  would  be  ail  act  of  extreme  folly. 


Not  only  would  the  absence  of  any 
check  upon  the  expenditures  of  the 
municipalities  and  the  commission  very 
gravely  increase  the  risk  incurred  by  the 
province,  but  the  inevitable  result  would 
be  decline  in  the  security  of  all  provin¬ 
cial  as  well  as  of  all  municipal 
bonds.  These  securities  have  hitherto 
been  looked  upon  as  gilt-edged.  They 
have  been  largely  invested  in  by  trus¬ 
tees,  as  well  as  by  home  and  foreign  in¬ 
surance  companies,  etc.  The  action  of 
the  Government,  even  so  far  as  it  has 
gone,  has  seriously  affected  the  desira¬ 
bility  of  these  securities  and  has,  there¬ 
for  restricted  the  market  for  them. 

An  Unlimited  Debt. 

Under  the  Municipal  Act,  the  amount 
of  debt  which  a  municipality  may  in¬ 
cur  for  the  purpose  of  providing  streets, 
water,  sewage,  etc.,  is  limited;  but  un¬ 
der  the  Hydro-Electric  Railway  Act, 
the  amount  of  debt  which  a  municipality 
may  contract,  for  Hydro-Electric  pur¬ 
poses,  is  not  to  be  regarded  as  a  part 
of  the  aggregate  debt  of  the  municipal¬ 
ity  to  which  the  statutory  limitation  ap¬ 
plies;  in  other  words,  the  total  debt  of 
the  municipality  is  not  limited.  It  is 
clear  that  the  provision  in  the  Munici¬ 
pal  Act  for  the  limitation  of  municipal 
debts  was  inserted  for  the  purpose  of 
preventing  municipalities  from  embark¬ 
ing  in  schemes  beyond  their  financial 
strength.  The  provision  was  the  out¬ 
come  of  historical  conditions,  in  which 
a  tendency  had  manifested  itself  on  the 
part  of  ambitious  municipalities  to  in¬ 
cur  expenditures  involved  in  too  opti¬ 
mistic  anticipation  of  their  growth  and 
prosperity. 

Effect  cm  Credit 

The  consequence  of  this  tendency 
had  been  quite  disastrous  to  municipal 
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credit  and  had  involved  the  provincial 
finances  most  seriously. 

The  result  of  the  abrogation  of  this 
provision  must  inevitably  be  the  decline 
of  the  municipal  credit  it  was  devised 
to  sustain.  To  suppose  that  because 
expenditures  of  municipal  funds  raised 
by  loans  for  ‘Hydro-Electric  enterprises 
are  not  to  be  regarded  as  debt  is  mere¬ 
ly  naive.  No  intellect  investor  will 
pay  any  attention  to  such  a  sup¬ 
position,  We  may  be  prepared,  and 
and  we  ought  to  be  prepared  for  heavy 
realization  of  municipal  securities  in 
consequence  of  the  recent  legislation 
and  we  ought  to  be  prepared  for  heavy 
realization  of  provincial  securities  as 
well,  in  ease  the  Legislature  adopts  the 
plan  of  the  Union. of  Municipalities  and 
relieves  the  Hydro-Electric  Commission 
from  even  the  slender  checks  which  are 
now  imposed  upon  it. 

If  under  the  influence  of  a  head¬ 
strong  and  irresponsible  Commission  the 
Government  abdicates  Avhat  remains  of 
its  authority,  then  the  Legislature  ought 
to  see  that  the  commission  is  taken  at 
its  word — and  that  the  Hydro-Electric 
and  Union  of  Municipalities  are  ‘Geft 
alone” — left  so  severely  alone  that  they^ 
are  required  to  raise  what  money  they* 
need  for  their  extravagant  schemes  on 
their  oAvn  unaided  credit  and  not  upon 
that  of  the  Province. 

If,  as  may  be  the  case,  the  com¬ 
mission  then  appeals  to  the  Dom¬ 
inion,’  it  can  hardly  be  believed 
that  any  Minister  of  Finance  who 
valued  either  his  reputation  or  his  posi¬ 
tion  would  have  the  hardihood  to  pro¬ 
pose  that  the  Dominion  of  Canada  would 
guarantee  the  bonds  of  an  irresponsible 
group  which  objected  to  the  audit  of  its 
accounts  and  resented  any  control*? 

In  its  recent  dealings  with  the  rail¬ 
way  companies,  to  whose  assistance  the 
Dominion  Treasury  came,  checks  of 
many  kinds  were  imposed  and  guaran¬ 
tees  were  exacted  for  the  purpose  of 
protecting  the  Dominion.  Any  other 


policy  in  its  dealings  with  the  Hydro- 
Electric  is  inconceivable.  If  any  other 
policy  were  adopted,  it  could  only  be 
the  outcome  of  a  discreditable  political 
intrigue,  the  consequences  of  which 
must  react  upon  the  Ministry  which  en¬ 
gaged  in  it. 

Reckless  Estimates. 

The  amount  involved  in  the  schemes 
of  the  Hydro-Eiectric,  as  already  for¬ 
mulated,  has  been  stated.  Day  by  day 
fresh  extravagances  are  suggested — 
costly  terminals  and  tunnels  along  the 
waterfront  of  Toronto,  for  example,  are 
part  of  the  latest  projects.  It  is  quite 
impossible  to  forecast  otherwise  than 
approximately  the  total  cost  of  these 
enterprises.  No  technical  estimates  have 
been  offered.  Those  which  have  been 
suggested  by  the  Hydro-ElectUc  advo¬ 
cates  are  ludicrously  inadequate. 

The  experience  of  the  past  history  of 
the  Hydro-Electric  Commission  leads 
to  the  belief  that  the  method  adopted 
Avould  be  as  follows:  An  estimate  would 
be  offered  which  placed  the  cost  at  a 
figure  which  excluded  altogether  any 
allowance  for  difficulties  or  accidents, 
presuming  upon  this  estimate  the  work 
would  be  begun  and  Avhen  a  certain 
sum  Avas  expended  the  Avork  would  have 
to  be  proceeded  Avith  regardless  of  dif¬ 
ficulties  and  of  cost,  in  order  to  avoid 
the  total  loss  of  the  money  Avhich  had 
been  expended.  Bit  by  bit  the  city  and 
the  province  Avould  be  draAvn  into  ex¬ 
penditures  Avhich  neither  of  them  had 
ever  deliberately  contemplated. 

The  Necessity  of  Caution. 

In  any  case,  no  construction  such  as 
that  which  is  projected  should  be  per¬ 
mitted  even  by  a  private  corporation, 
much  less  by  a  public  authority,  without 
the  most  careful  examination  of  the 
whole  project  and  a  survey  of  the  re¬ 
gion  by  competent  engineers  who  have 
had  experience  of  similar  constructions. 
Even  then  construction  should  not  be 
attempted  otherwise  than  by  entrusting 
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it  to  a  highly  responsible  firm  of  con¬ 
tractors  also  of  similar  experience,  who 
should  be  bound  to  complete  the  work 
for  a  stipulated  amount.  As  a  prelim¬ 
inary  to  any  such  engineering  steps,  it 
should  also  be  made  a  primary  condi¬ 
tion,  that  a  most  careful  investigation 
into  the  present  and  probable  future  de¬ 
mand  for  radial  service  of  this  kind  be 
conducted  by  properly  qualified  per¬ 
sons.  We  may  be  perfectly  certain  that 
unless  these  preliminary  measures  are 
insisted  upon,  the  city  and  the  province 
will  be  committed  to  a  happy-go-lucky 
scheme  involving  enormous  expenditure 
at  the  dictation  of  a  few  aspirants  for 
political  prestige  and  power.  Even  if 
some  of  these  aspirants  have  been  giv¬ 
ing  their  services  for  nothing  that  is 
not  to  the  point.  People  who  do  mis¬ 
chief  gratuitously  are  none  the  less  mis- 
ehevious. 

The  Chippewa  Project. 

While  the  plans,  so  far  as  Toronto  is 
concerned,  are  wrapt  in  uncertainty, 
not  less  so  are  the  plans  which  have 
been  formed  for  the  construction  of 
works  on  the  Chippewa  River.  The 
rough  estimate  for  these  works  is  $25,- 
000,000.  Here  the  experience  of  very 
similar  enterprises  is  available.  The 
promoters  of  the  new  scheme  may  be 
asked  if  they  have  considered  adequate¬ 
ly  the  risk  of  misadventure  in  construc¬ 
tion,  the  likelihood  of  the  clogging  of 
the  turbines  by  frazile  ice  formed  in  the 
long  tunnel,  as  well  as  the  other  diffi¬ 
culties  attaching  to  the  particular  site 
they  have  chosen.  In  short,  if  they 
have  considered  why  none  of  the  joint 
stock  companies  who  have  developed 
water  power  in  the  Niagara  Falls  re¬ 
gion  undertook  to  develop  it  at  the  Chip¬ 
pewa  River.  They  should  also  be  in¬ 
vited  to  state  who  is  the  engineer  res¬ 
ponsible  for  the  estimate.  W^ithout 
calling  in  question  the  qualifications  of 
the  chief  engineer  of  the  Hydro-Electric 
Commission,  the  amount  at  stake  is 
surely  large  enough  to  justify  the  em¬ 
ployment  of  an  engineer  specially  skill¬ 


ed  in  such  construction  and  with  ex¬ 
perience  of  them  to  advise  as  to  the 
probable  cost.  » 

Are  Railways  Needed. 

Absolutely  no  proof  has  been  offered 
that  the  province  either  needs  or  could 
maintain,  with  its  present  rural  popu¬ 
lation,  and  taking  into  account  the  prob¬ 
able  future  fluctuations  of  that  popula¬ 
tion,  any  greatly  more  extensive  system 
of  radial  railways  than  those  which  at 
present  exist.  The  fact  that  a  few  per¬ 
sons  are  enthusiastic  about  the  exten¬ 
sion  of  radials  has  no  bearing  on  the 
question.  It  may  be  that  those  who 
pioneered  in  the  construction  of  radial 
lines  were  mistaken  in  refraining  from 
extending  them,  but  public  clamor  must 
be  carefully  distinguished  from  effec¬ 
tive  demand.  There  is  no  reason  why 
a  public  authority  should  yield  to  the 
one  in  the  absence  of  the  other. 

Thrift  is  Forgotten. 

On  the  strictly  financial  side,  it  must 
be  realized  that  the  Hydro-Electric  Com¬ 
mission  has  at  the  present  moment  for 
issue  $8,000,000  of  provincial  bonds, 
which  have  been,  or  are  to  be  given 
for  the  twenty-two  companies  acquired 
by  it  a  year  ago.  These  bonds  may  be 
put  upon  the  market.  They  cannot  be 
regarded  as  absorbed.  We  are  threaten¬ 
ed  with  another  issue  immediatel.y  of 
$1,300,000,  and  in  the  near  future  with 
we  know  not  how  much  more.  It  is 
idle  for  the  Minister  of  Finance  to  in¬ 
culcate  thrift  at  Ottawa  while  the  ex¬ 
penditure  of  enormous  sums  is  preci¬ 
pitated  at  Toronto.  We  are  not  yet  at 
the  conclusion  of  the  War.  There  are 
those  who  tell  us  that  the  finances  of 
the  Allies  will  be  strained  to  the  ut¬ 
most.  Canada  is  herself  deeplv  com¬ 
mitted,  especially  to  Great  Britain.  All 
our  resources  should  be  carefully  con¬ 
served  and  nonu  other  than  the  most 
necessary  expenditure  should  be  incur¬ 
red  for  permanent  construction.  The 
country  as  a  whole  had  gone  perilously 
near  the  feasible  limit  of  such  expen¬ 
diture  before  the  War  began  and  on:y 
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the  release  of  large  liquid  sums  occa¬ 
sioned  by  the  War  has  prevented  Can¬ 
ada  from  feeling-  the  full  effects  of  her 
excessive  expenditure  upon  railways 
and  other  permanent  forms  of  invest¬ 
ment.  We  should  not  permit  the  Hydro- 
Electric  Commission,  or  any  other  body, 
public  or  private,  to  imperil  the  stabil¬ 
ity  of  the  finances  of  the  country  by  the 
carrying  out  of  fantastic  schemes  now, 
or  even  to  disturb  credit  by  the  initia¬ 
tion  of  them. 

* 

Reckless  Expenditures. 

Enough  has  already  occurred  in  the 
history  of  the  Hydro-Electric  to  excite 
the  gravest  fears.  The  Provincial  Audi¬ 
tor  has  reported  more  than  four  million 
dollars  of  unauthorized  expenditure  by 
the  Commission.  It  is  little  wonder  that 
objections  are  made  to  an  audit  which 
reveals  so  unbusinesslike  a  state  of 
matters.  The  Commission  has  already 
had  experience  of  municipalities  like  the 
city  of  Stratford,  for  example,  desiring 
to  terminate  contracts  with  the  Commis¬ 
sion,  and  of  others  which  have  refused 
to  enter  into  contracts  with  it.  The  jeal¬ 
ousy  of  one  another,  which  is  character¬ 


istic  of  rising  towns  may  be  counted  up¬ 
on  to  produce  friction  among  them  in 
relation  to  the  Hydro-Electric.  The 
Union  of  Municipalities  will  find  it  dif¬ 
ficult  to  avoid  differential  rates  which 
will  give  advantages  to  some  towns  over 
others,  and  will  in  all  probability,  lead 
to  repudiation  of  contracts  by  some  of 
the  towns  involved.  Already  it  appears 
from  the  report  of  the  proceedings  at  a 
recent  meeting  of  the  Union  of  Munici¬ 
palities,  that  an  effort  will  be  made  to 
make  Hamilton,  rather  than  Toronto, 
the  ‘‘hub”  of  the  radial  system. 

Apart  from  these  considerations,  the 
whole  Hydro-Electric  scheme  is  deeply 
involved  in  political  intrigue,  and  is  re¬ 
garded  evidently  by  its  promoters  as  a 
convenient  club  wherewith  to  assail  the 
Government.  Thus,  alike  on  financial 
and  on  political  grounds,  it  is  expedi¬ 
ent  to  go  wmrily  in  entrusting  the 
Hydro-Electric  Commission  and  its  ally, 
the  Union  of  Municipalities,  with  power 
which  there  is  only  too  good  reason  to 
believe  they  cannot  do  otherwise  than 
abuse.  If  the  Hydro-Electric  Commis¬ 
sion  had  its  wmy,  responsible  government 
in  this  country  would  be  ended.  ^ 
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PART  II 

Analysis  of  Toronto  Hydro  Report 

Inadequate  Allowance  for  Contingencies — Adverse  Sinking  Fund  Suspense  Account 

Balance — Toronto  Commissioners  Handicapped  by  Lack  of  Finances _ 

Rates  Arbitrarily  Reduced  by  Ontario  Commission. 


Evidence  Plain  That  Toronto  Hydro-Electric  is  Going  Behind  Every  Year — Reserve 
Funds  Being  Absorbed,  While  Interest  Payments  to  City 
of  Toronto  Are  Going  by  Default. 


The  fifth  annual  report  of  the  Toronto 
Eleotric  Commissioners,  wihie'h  has  just 
been  issued,  shows  that  the  net  bonded 
debt  of  the  enterprise  is  over  $5,819,000. 
On  the  face  of  the  aceo'unts,  the  balance 
of  the  operations  of  the  year  shews  a 
nominal  surplus  of  $3,137,  less  than  one- 
fifth  of  one  per  cent,  upon  the  transac¬ 
tions  of  the  year— -a  very  small  margin 
for  such  an  enterprise.  Although  the 
report  of  the  business  is  for  its  fifth 
year  and  although  the  system  is  des¬ 
cribed  in  the  report  as  being  ‘‘now 
firmly  establislhed  on  a  sound  and  stable 
earning  basis,”  it  should  be  pointed  out 
that  the  margin  between  income  and  ex¬ 
penditure  is  less  than  one-fourth  of  the 
amount  stated  as  being  the  margin  in 
1914.  It  should  also  be  pointed  out  that 
in  spite  of  the  fact  that  the  total  in¬ 
vestment  is  about  six  million  dollars, 
the  amount  set  aside  for  contingencies 
apart  from  depreciation  account  is  only 
$8,000. 

The  Sinking  Fund  Suspense  Account 
contains  a  sum  of  nearly  $94,000,  which 
accrued  as  an  adverse  balance  in  1911. 
This  amount  is  still  carried  forward  as 
a  charge  upon  future  earnings.  More 
searching  examinations  of  the  accounts 
reveals,  however,  a  really  serious  condi¬ 
tion  of  affairs. 

The  report  illustrates  very  well  the 
difficulties  under  which  such  a  Commis¬ 
sion  labors.  These  difficulties  arise  di¬ 
rectly  from  the  control  exercised  over 
the  Toronto  Electric  Commission  by  the 
Hydro-Electric  Commission  and  by  the 
city  of  Toronto.  It  is  not  suggested 


that  the  Toronto  Commission  should  be 
uncontrolled,  but  it  is  clear  that  the  con¬ 
trol  of  neither  of  the  corporations  nam¬ 
ed  is  exercised  wisely;  in  other  words, 
the  situation  of  the  Toronto  Hydro- 
Electric  is  explained  by  political  inter¬ 
ference,  as  in  nearly  all  such  cases.  For 
instance,  the  Toronto  Commission  finds 
itself  handicapped  by  the  circumstance 
that  while  the  “net  cash  expenditure  or 
capital  account”  amounted  at  the  end 
of  December,  1915,  to  $5,897,000,  the  net 
cash  proceeds  of  the  issues  of  deben¬ 
tures  up  till  the  same  period  amounted 
to  only  $5,287,000.  There  was  thus  a 
deficiency  of  resources  to  meet  capital 
expenditure  of  $610,000,  apart  altogeth¬ 
er  from  the  absence  of  working  capital, 
an  item  to  which  the  Commissioners 
drew  attention  in  their  report  for  the 
year  1913. 

Commissioners  Handicapped. 

The  Commissioners  are  thus  handi¬ 
capped  to  the  extent  of  fully  a  million 
dollars.  Under  these  circumstances 
they  have  felt  themselves  obliged  to  use 
resources  allocated  to  other  accounts  for 
the  purpose  of  carrying  over  the  defici¬ 
ency.  This  necessity  is  very  properly 
deplored  by  the  Commissioners.  The 
funds  so  required  have  been  drawn  from 
two  sources — First,  the  depreciation  re¬ 
serve  funds  have  been  diverted  from 
their  proper  purpose,  and,  second,  the 
interest  due  to  the  city  upon  its  deben¬ 
tures  bias  not  been  paid.  It  appears 
from  the  accounts  that  the  Commission 
is  due  the  city  $758,000  for  interest. 
These  facts  are  not  disguised  or  pa  Hi- 
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ated  in  th'e  report,  w'hicli  is  indeed  a 
highly  creditable  document,  as  it  states 
without  reserve  tlie  extremely  unfavor¬ 
able  financial  position  in  wliidh  the  To¬ 
ronto  Hydro  has  arrived  after  five  years. 

The  narrow  margin  of  ilie  surplus 
w'hicih  is  stafed  as  having  accrued  from 
the  operations  of  the  year  1915  (viz.j 
$3,173),  is  accounted  for  in.  the  report 
by  the  reduction  of  rates  wihicli  took 
place  in  that  year.  The  Commission 
disclaims  responsibility  for  the  reduc¬ 
tion  of  rates  and  points  out  quite  pro¬ 
perly  that  the  rates  are  determined  by 
the  Hydro-Electric  'Commission.  The 
report  goes  on,  however,  to  claim  credit 
for  the  Toronto  Commission  on  the 
ground  of  the  reduction,  although,  as 
they  admit,  this  reduction  was  forced 
upon  them  by  the  Hydro-Electric.  The 
full  truth,  however,  scarcely  lies  in  that 
direction.  The  fact  is  that  the  Toronto 
Electric  Light  Company  led  in  the  re¬ 
duction  of  rates,  and  both  the  public 
commissions  were  obliged  to  follow.  The 
reduction,  in  other  words,  was  the  re¬ 
sult  of  competition  and  the  fact  that  it 
was  relactantly  submitted  to  with  the 
consequence  that  the  margin  between 
profit  and  loss  was  cut  down  to  an  insig¬ 
nificant  amount  is  convincing  proof  that 
if  for  any  reason  the  competition  should 
cease,  the  rates  would  be  advanced  im¬ 
mediately.  In  other  words,  the  moment 
the  Hydro-Electric  is  able  to  establish 
an  effective  monopoly,  substantial  in¬ 
crease  of  rates  must  be  announced. 

A  Questionable  Surplus. 

But  even  the  surplus,  as  stated  ($3,- 
173),  cannot  be  regarded  as  a  real  sur¬ 
plus.  It  appears  from  the  report  of  the 
General  Manager  that  after  other 
charges  had  been  met,  the  sum  of  $266  - 
000  was  held  ‘tto  be  available  from  the 
year  Is  operations  for  depreciation  and 
special  purposes,”  but  depreciation  is 
a  definite  charge  against  the  business 
and  ought  to  be  so  regarded.  No  sur¬ 
plus  can  be  held  to  accrue  until  the 
charge  for  depreciation  is  fully  provid¬ 
ed  for.  If  the  balance  in  question  is 
not  sufficient  to  meet  the  properly  esti¬ 


mated  charge  for  depreciation,  a  deficit 
must  be  stated.  The  form  of  the  state¬ 
ment  shows  that  the  question  of  depre¬ 
ciation  is  dealt  with  in  a  haphazard 
manner,  no  percentage  upon  thie  capital 
expenditure  being  stated  as  properly 
chargeable  against  the  revenue  of  tlm 
year  in  respect  to  depreciation.  More¬ 
over,  no  details  of  the  Depreciation  Re¬ 
serve  Account  are  given.  It  is  impos¬ 
sible  to  gather  from  the  accounts  what 
amount  has  been  drawn  from  previous 
accumulations  for  replacement  of  worn- 
out  plant  during  the  year,  or  during 
previous  years.  We  must,  therefore, 
take  the  depreciation  charge  for  the  year 
by  itself.  In  the  United  States  it  has 
been  generally  agreed  that  an  adequate 
depreciation  charge  applicable  to  the 
invested  capital  as  a  whole  in  the  case 
of  public  utility  undertakings  is  5  per 
cent,  per  annum. 

Many  might  think  this  too  small  an 
allowance  in  respect  to  certain  munici¬ 
pal  enterprises;  but  it  m.ay  fairly  be 
regarded  as  a  minimum.  This  amount 
c’larged  upon  thq,  amount  of  capital  in¬ 
vested  by  the  Toronto  Commission, 
would  involve  a  charge  of  about  $345,- 
000  for  the  present  year.  The  amount 
actually  charged,  according  to  the  ac¬ 
counts,  was,  in  round  figures,  only  $250,- 
000.  Deducting  the  alleged  surplus  of 
$3,137,  there  is  thus  apparent  not  a 
surplus,  but  a  deficit  on  the  operations 
of  the  year  of  nearly  $92,000,  to  which 
should  be  added  the  interest  upon  the 
accumulated  deficiency  of  depreciatlor} 
reserves  of  previous  years. 

Depreciation  Fund. 

W'uat  the  amount  of  the  depreciation 
fund  oi  ght  to  be  at  the  present  time 
afrer  five  years  aceumulations,  is  im¬ 
possible  to  state  accurately  in  th?  ab¬ 
sence  of  the  necessary  particulars;  but 
if  the  fund  were  adequate  and  intact — 
and  it  ought  to  be  almost,  if  not  alto¬ 
gether  intact — it  ouaht  to  amount  to  ,nt 
least  $1,200,000.  This  sum,  or  a  sum 
approximating  to  it,  ought  to  have  been 
in  evidence.  The  amount  of  the  accu¬ 
mulations  which  have  nominally  been 
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made  is  stated  in  the  accounts  at  $700,- 
000.  Even  this  amount,  however,  is  not 
in  evidence.  The  fund  is  c’ early  not 
kept  in  a  tangible  form,  readily  avail¬ 
able  for  use  as  and  when  required.  It 
has  been  employed  for  carrying’  over 
th'e  obligations  which  oug^ht  to  have  been 
provided  for  otherwise,  and  in  the  strict 
sense,  the  depreciation  reserve  is  non¬ 
existent,  excepting  as  an  item  in  the 
ledger  of  the  Commission. 

This  is  made  clear  by  the  following 
statement,  which  is  compiled  from  the 
published  accounts,  fractions  of  $1,000 
being  omitted: — 

TORONTO  HYDRO-ELECTRIC  SYSTEM 
Balance  Sheet,  December  31st,  1915. 

Assets. 

Actual  with 
proper 

As  reported  depreciation 
Plant  and  discount  on 

bonds  . .$6,910,000  .$6,910,000 

Current  assets  .  890,000  890,000 


$7,800,000  $7,800,000 


Liabilities. 


Bonds  less  Redemption 


Fund  . 

Current  Liabilities — 

..$5,820,000 

$5,820,000 

Accounts  payable 

. .  142,000 

142,000 

Interest  due  City 

of 

Toronto  . 

. .  768,000 

758,000 

Depreciation  . 

. .  700,000 

1,233,000 

Contingencies  . 

8,000 

8,000 

Sinking  Fund  . 

. .  481,000 

481,000 

$7,909,000 

$8,442,000 

DEFICIT  . 

..$  109,000 

$  642,000 

The  Taxpayers’  Outlook. 

The  plain  English  of  the  matter  is  that 
the  Toronto  Hydro-Electric  during  the 
five  years  of  its  existence  has  been  go¬ 
ing  behind  at  the  rate  of  about  $130,000 
a  year,  and  that  it  has  been  able  to  do 
this  by  absorbing  its  so  called  reserve 
funds  and  defaulting  in  the  payments  of 
interest  due  to  the  city  of  Tor¬ 
onto.  This  interest  has,  of  course, 
had  to  be  paid  by  the  city  and 
therefore  the  taxpayers  have  had 
to  bear  the  burden.  In  other  words, 
the  users  of  Hydro  power  and  light 


have  paid  during  the  five  years  of  the 
existence  of  the  Hydro  only  about  90 
per  cent,  of  the  cost  of  the  power  to 
the  Hydro,  while  the  taxpayer  has  been 
paying  about  10  per  cent,  of  the  cost. 
This  state  of  mutters  cannot  last.  The 
Hydro  cannot  increase  its  rates  with¬ 
out  losing  business,  because  of  the  com¬ 
petition  of  the  Toronto  Electric'  Light 
Company.  It  cannot  go  on  as  it  is 
doing  without  drawing  more  and  more 
heavily  upon  the  taxpayer.  How  long 
will  the  taxpayer  stand  it? 

Although  the  report  of  the  Toronto 
Commission  does  not  state  the  gravity  of 
the  situation  fully,  it  is  evident  from 
its  terms  that  the  reduction  in  price  to 
which  it  has  been  forced  by  the  Toronto 
Electric  Light  Company  on  the  one 
hand  and  the  Hydro-Electric  ■Commis¬ 
sion  on  the  other,  has  resulted  in  its 
giving  its  customers  electricity  not  at 
cost,  but  below  cost,  and  that,  as  usual, 
the  patient  taxpayer  pays  the  differ¬ 
ence.  Wlhen  to  this  circumstance  is 
added  the  fact  that  the  Commission  has 
no  steam  reserve  plant  and  that  it  can¬ 
not  therefore  give  Continuous  service,  it 
is  clear  that  the  provision  of  such  a 
plant  would  plunge  it  more  deeply  in 
the  mire  of  accumulated  deficits. 

As  to  Future  Financing. 

A  significant  paragraph  in  the  report 
refers  to  the  future  financing  of  the  sys¬ 
tem.  It  appears  that  Mr.  Bradshaw, 
the  recently  appointed  Finance  Commis¬ 
sioner  of  Toronto,  has  advised  that  in 
future  when  debentures  are  issued  for 
the  purchase  of  plant  or  equipment,  that 
their  term  should  be  limited  to  the  es¬ 
timated  life  of  the  plant  in  question. 
This  is  the  plan  invariably  adopted  in 
Great  Britain  in  respect  of  municipal 
debentures.  It  appears  also,  as  migiht 
be  expected,  that  in  view  of  this  arrange¬ 
ment  the  Commissioners  have  been 
urged  to  abandon  their  practice  of  set¬ 
ting  aside  out  of  the  revenue  of  each 
year  a  sum  to  be  placed  to  the  credit 
of  Depreciation  Reserve.  The  Commis¬ 
sioners  very  properly  take  the  view 
that  the  Depreciation  Reserve  must  be 
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maintained,  otherwise  it  would  be  ne- 
C'cssary  for  them  to  apply  to  the  city 
coniinually  for  funds  to  replace  the 
plant  as  it  wears  out.  Fortunately,  the 
present  Toronto  Commission  takes  a 
sound  view  of  this  important  question. 
One  of  the  difficulties  and  dangers  at¬ 


taching  to  municipal  enterprises  is  the 
constant  pressure  upon  those  who  man¬ 
age  them  to  adopt  unsound  methods.  It 
is  this  fact  which  renders  their  work 
disheartening  to  competent  officials  who 
desire  to  conduct  the  public  business  on 
sound  and  safe  lines. 


September  30,  1916.  - 
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THE  NATION 

It  nas  been  announced  that  an  ap¬ 
plication  is  being  made  to  the  At¬ 
torney-General  of  the  Province  of 
Ontario  for  a  fiat  to  enable  the  Elec¬ 
trical  Development  Company  to  insti¬ 
tute  proceedings  against  the  Government 
and  the  Hydro-Electric  Commission  in 
order  to  have  a  judicial  decision  upon 
the  question  whether  the  Government 
has  the  power  to  authorize  the  Com¬ 
mission  to  undertake  certain  works 
which  are  held  to  be  inconsistent  with 
the  agreement  entered  into  between  the 
Commissioners  of  the  Niagara  Falls  Park 
and  the  company  with  the  approval  and 
authorization  of  the  Government. 

If  the  Government  grants  a  fiat  in 
this  case,  it  will  show  that  rightly  or 
wrongly  it  acted  within  what  it  con¬ 
sidered  to  be  its  legal  powers;  if  on  the 
other  hand,  it  ^refuses  a  fiat  the  Gov¬ 
ernment  will  make  plain  to  every  one 
that  it  is  afraid  to  submit  its  procedure 
to  judicial  inquiry  and  decision.  In 
plain  English  refusal  of  a  fiat  will  be 
tantamount  to  a  confession  on  the  part 
of  the  Government  that  it  acted  delib¬ 
erately  and  consciously  in  bad  faith  and 
that  it  knew  that  its  only  course  was 
to  rest  upon  the  immunity  from  prose¬ 
cution  which  it  had  invented  precisely 
to  enable  it  to  escape  the  consequences 
of  such  breaches  of  the  ethical  and  legal 
codes. 

In  the  event  of  the  refusal  of  the 
Government  to  submit  the  question  to 
a  judicial  tribunal,  the  effect  upon  the 
credit  of  the  Province  must  be  disas¬ 
trous.  Not  only  must  the  Government 
find  it  difficult  to  borrow  upon  the  credit 
of  the  Province  but  all  private  borrow¬ 
ers  will  find  their  borrowing  market 
restricted  by  the  circumstance  that  the 
Government  is  amenable  to  no  process 
of  law,  and  that  at  any  moment  it  may 
capriciously  confiscate  the  property  of 
any  one.  No  contract  of  any  kind  into 
which  the  Government  has  entered  or 


S  BUSINESS. 

may  enter  and  no  promise  verbal  or 
written  which  it  might  make  could  be 
regarded  as  secure.  The  Government 
might  for  example,  either  by  means  of 
an  act  of  the  legislature  or  even  by  an 
arbitrary  act  of  executive  authority  in¬ 
validate  the  bonds  of  the  Province  is¬ 
sued  for  the  purpose  of  carrying  out 
the  design  involved  in  the  breach  of 
faith  in  question,  or  it  might  tax  such 
bonds  to  the  point  of  confiscation.  A 
Government  which  will  break  one 
solemn  agreement  may  be  counted  upon 
to  break  others  as  occasion  arises. 

Such  considerations  must  enter  into 
the  calculations  of  investors,  both  in 
the  Province  and  outside  of  it,  and  the 
consequence  must  be  either  refusal  to 
purchase  the  bonds  of  the  Government 
on  any  terms,  or  the  fixation  of  a  rate 
of  interest  upon  public  borrowing  in 
the  future  sufficiently  am,ple  to  provide 
for  a  high  premium  of  insurance  against 
the  risk  of  confiscatory  legislation.  The 
diminished  saleability  of  all  existing 
securities  of  the  province  which  would 
result  from  this  condition  would  at  once 
produce  a  diminution  of  their  value. 
Some  years  ago  representations  were 
made  which  induced  the  British  auth¬ 
orities  to  place  Canadian  Government 
securities  upon  the  list  of  securities 
which  might  be  held  by  trustees  with¬ 
out  personal  liability. 

It  is  quite  certain  that  had  risk  of 
confiscation  been  anticipated  or  had  the 
issuing  government  been  suspected  of 
refusal  of  a  remedy  at  law,  this  con¬ 
cession  never  would  have  been  granted. 

Those  who  are  familiar  with  the  legal 
liistory  of  this  province  are  aware  that 
the  late  Sir  Oliver  Mowat  never  failed 
to  obtain  a  decision  in  favor  of  the 
Province  in  cases  carried  to  the  Privy 
Council  in  his  time.  The  reason  for  his 
invariable  success  before  this  tribunal 
was  that  before  he  embarked  on  any 
legislation  or  took  any  administrative 
action  concerning  which  there  could  be 


58 


Editorials  from 


any  doubt  from  a  constitutional  point 
of  view,  he  made  most  exhaustive  re¬ 
search  into  the  powers  of  the  Province 
under  the  British  North  American 
Acts.  He  never  lost  a  case  because  he 
was  always  sound  in  his  main  conten¬ 
tion  and  because  the  acts  of  his  Govern¬ 
ment  were  carefully  based  upon  sound 
Jegal  principles. 

The  practice  of  the  prese-nt  Govern¬ 
ment  seems  to  bear  a  precisely  opposite 
character.  It  appears  to  consist  of  a 
series  of  attempts  to  stretch  the  powers 
of  the  Province  in  all  directions,  with¬ 
out  regard  to  law  or  justice  and  with¬ 
out  regard  to  ulterior  consequences  to 
the  community. 

The  constitution  of  this  country  is 
gravely  at  fault  if  it  entrusts  the  pro¬ 
perty  and  civil  rights  of  citizens  and 
strangers  to  the  unrestrained  caprice  of 
a  provincial  government  which  acts 
habitually  in  an  arbitrary  manner. 

At  the  present  moment  we  are  con¬ 
ducting  a  stubborn  campaign  and  the 
blood  of  our  youth  is  being  shed  for 
the  purpose  of  resisting  and  suppres¬ 
sing  absolutism  and  bureaucracy  in 
Europe.  To  tolerate  the  growth  of 
these  evils  here  would  be  grossly  incon¬ 
sistent.  We  know  well  that  freedom  is 
costly  but  it  is  worth  its  price  and  at 
home  as  well  as  abroad  we  may  be  sure 
that  the  price  will  be  paid.  So  soon  as 
the  people  of  this  country  understand 
the  real  character  of  the  acts  which 
are  being  perpetrated  in  their  name, 
they  will  deal  'with  the  perpetrators  as 
they  deserve. 

It  were  well  that  the  Government  el¬ 
ected  to  submit  to  the  courts  of  law 
rather  than  to  have  to  submit  to  a  slow¬ 
ly  aroused  but  quite  remorseless  public 
opinion. 

Toronto,  August  5,  1916. 

DANGEROUS  AUTOCRACY. 

The  Hydro-Electric  System  of  Ontario 
have  expended  over  $13,000,000  on  lines 
and  sub-stations,  etc.,  and  have  in  addi¬ 
tion  purchased  the  Electric  Power  Com¬ 
pany’s  properties  at  a  price  reported  as 
$8,000,000.  They  have  undertaken  to 


build  a  second  transmission  line  from 
Niagara  to  Toronto  which  involves  ap¬ 
proximately  another  $1,000,000,  making 
the  total  amount  expended  and  incurred 
over  $22,000,000.  The  Government  have 
undertaken  to  construct  a  power  plant 
for  500,000  horsepower  at  Niagara,  which 
is  estimated  by  Hydro  to  cost  between 
$10,000,000  and  $15,000,000,  but  which 
must  run  into  $25,000,000  to  $30,000,00u 
before  completion. 

This  would  bring  the  total  up  to  $47,- 
000,000  invested  in  Generation  and 
Transmission  Works. 

In  order  to  market  the  500,000  horse¬ 
power  to  be  generated  at  least  an  addi¬ 
tional  $15,000,000  in  lines  and  sub-sta¬ 
tions  would  be  necessary. 

This  would  result  in  a  total  expendi¬ 
ture  of  $62,000,000  by  the  Provincial 
Hydro-Electric  System. 

To  December  31st,  1915,  99  munici¬ 
palities  have  expended  $17,683,264.07  on 
distribution  systems.  14  more  munici¬ 
palities  are  expected  to  be  ready  for 
Hydro  power  this  winter  and  when  the 
additional  500,000  horsepower  is  ready 
an  increased  outlay  at  least  equal  to  the 
present  amount  will  be  required.  This 
would  bring  the  expenditure  on  local  dis¬ 
tribution  systems  up  to  $35,000,000. 

The  Hydro-Radial  scheme  proposes  to 
supply  electric  railways  to  any  district 
voting  for  them  in  order  to  provide  an 
avenue  to  dispose  of  the  additional  power 
that  it  is  expected  will  be  available. 

The  first  line  proposed  between  Toronto 
and  London  is  estimated  to  cost  $13,- 
734,155.  A  line  to  Kingston  would  cost 
as  much  more,  but  when  every  section  of 
Ontario  that  has  as  good  a  claim  as  the 
Toronto-London  section  is  built  it  is  safe 
to  say  that  $50,000,000  w’ould  be  a  low 
estimate  of  the  money  required  for  this 
purpose. 

On  this  basis  the  total  expenditure 


would  be: 

Provincial  Hydro  . $62,000,000 

Municipalities .  35,000,000 

Radial  Railways .  50,000,000 


Total 


$147,000,000 
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On  the  completion  of  the  work  at  pre¬ 
sent  approved  or  in  prospect  the  Hydro- 
Electric  Commission  would  control  the 
operation  of  properties  valued  at  $147,- 
000,000. 

Furthermore,  every  municipality  pled¬ 
ges  its  credit  not  only  for  its  own  dis¬ 
tribution  system,  but  for  a  proportion  of 
the  general  system  cost  and  also  for  the 
general  radial  railway  cost,  and  the 
taxpayers  are  liable  for  deficits  over  a 
sj'stem  they  do  not  control,  but  which  is 
run  by  a  Commission  appointed  by  the 
Government. 

The  credit  of  the  taxpayers  to  the  ex¬ 
tent  of  $147,000,000  is  placed  nominally 
in  the  hands  of  a  Commission,  but  in 
reality  is  in  the  hands  of  one  man  to  ad¬ 
minister  without  fear  of  adequate  review 
or  scrutiny. 

If  any  Government  should  have  the 
temerity  to  oppose  any  suggestion  of  the 
Chairman  of  this  Hydro-Electric  Com¬ 
mission,  he,  the  Chairman,  has  only  to 
call  together  the  representatives  of  the 
100  or  200  municipalities  and  instruct 
them  to  tell  their  Municipal  Councils 
that  the  whole  enterprise  is  in  danger 
and  immediately  opposition  to  such  in¬ 
terference  is  launched,  with  the  result 
that  the  Government  of  the  Province  is 
coerced  into  any  action  the  Chairman  of 
the  Hydro  System  suggests. 

Thus  the  Chairman  of  the  Hydro  Sys¬ 
tem  becomes  superior  to  the  Government 
inasmuch  as  the  Government  is  depend 
ent  on  the- will  of  the  voters. 

This  is  exactly  the  procedure  followed 
during  last  Session  when  the  Govern¬ 
ment  suggested  that  the  expenditures  of 
the  Hydro  should  be  subject  to  the  same 
scrutiny  and  control  as  all  other  expendi¬ 
tures  of  the  Province.  The  opposition 
engendered  by  the  Hydro  municipalities 
coerced  the  Government  into  differenti¬ 
ating  between  the  Hydro  Government  ex¬ 
penditures  and  any  other  Governmental 
Department. 

Are  the  people  of  a  British  Province 
willing  to  place  so  vast  an  interest  in  the 
hands  of  a  single  individual 


[These  fi  gures  are  quoted  from  esti¬ 
mates  given  from  time  to  time  in  the 
Daily  Press  from  speeches  made  by  Sir 
Adam  Beck,  the  Hon.  Mr.  Ferguson,  the 
Hon.  I.  B.  Lucas  and  others.] 

Toronto,  August  12,  1916. 


REFUSAL  OF  THE  FIAT— THE 
CONSEQUENCES. 

Within  a  few  days,  and  evidently  with¬ 
out  considering  the  serious  ulterior  con¬ 
sequences  of  his  action,  the  Attorney- 
General  of  Ontario,  who  is  also  a  member 
of  the  Hydro-Electric  Commission,  has 
refused  a  fiat  to  permit  the  Electrical 
Development  Company  to  have  the  legal¬ 
ity  of  their  contract  with  the  Govern¬ 
ment  tested  before  the  Ontario  courts. 
This  action  clearly  amounts  to  a  confes¬ 
sion  by  the  Attorney-General  that  the  re¬ 
pudiation  by  him  of  the  contract  de¬ 
liberately  entered  into  by  the  Government 
is  indefensible.  The  resources  of  civili¬ 
zation  available  to  deal  with  this  piece 
of  barbaric  autocracy  are  no  doubt  not 
exhausted.  There  are  several  legal  means 
by  which  the  Government  may  yet  be 
brought  to  book. 

Unfortunately,  however,  the  effect  upon 
the  credit  of  the  province  of  the  refusal 
of  a  fiat  must  remain.  This  effect  is 
irretrievable.  Although  the  Government 
must  be  fully  aware  that  the  pecuniary 
interest  of  those  in  this  country  who  are 
morally  responsible  for  the  success  of  the 
Niagara  enterprises  is  trifling  compared 
with  the  interests  of  those  investors  in 
Great  Britain  who  supplied  the  major 
portion  of  the  funds  for  these  enterprises 
on  the  faith  of  contracts  with  the  Gov¬ 
ernment,  the  Attorney-General  has  elect¬ 
ed  to  take  another  step  in  the  confiscation 
of  the  investments.  The  action  of  the 
Government  must  be  characterized  as 
adverse  to  the  interests  of  the  province 
and  of  the  community  inhabiting  it.  This 
Government  will  ere  long  pass  away,  but 
the  reactions  of  their  policy  of  expro¬ 
priation  must  be  numerous  and  far-reach¬ 
ing.  Among  these  reactions  the  most 
important  from  the  point  of  view  of 
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the  community  must  be  reluctance  on  the 
part  of  investors  to  supply  the  funds  re¬ 
quired  for  the  development  of  the  re¬ 
sources  of  the  country,  whether  this  de¬ 
velopment  is  proposed  to  be  conducted 
by  private  enterprise  or  by  public  auth¬ 
ority. 

THE  FINANCIAL  POST  of  last  week 
contained  a  statement  of  the  amounts  in¬ 
volved  in  the  execution  of  the  projects 
of  the  Hydro-Electric  Commission.  Ac¬ 
cording  to  the  extent  to  which  these  pro¬ 
jects  may  be  carried,  the  estimated  addi¬ 
tion  to  the  provincial  and  municipal  debt 
of  Ontario  is  between  one  hundred  and 
one  ]iundred  and  fifty  millions  of  dollars. 
Relatively  to  the  realized  means  of 
the  people  of  the  province  this  is  an 
enormous  sum;  it  is  even  greater  in  rela¬ 
tion  to  the  resources  of  the  country.  The 
total  capital  of  the  banks  is  less  than 
the  latter  of  these  amounts,  so  is  the 
aggregate  reserve  of  all  the  banks;  it  is 
only  slightly  exceeded  by  the  aggregate 
funds  of  all  the  trust  and  loan  companies 
in  Canada.  It  cannot  be  supposed  that 
these  voluntarily  organized  corporations 
employ  in  general  a  larger  or  more  com¬ 
petent  force  of  superior  officials,  includ¬ 
ing  directors  and  presidents,  for  the  man¬ 
agement  of  these  large  sums,  contributed 
as  they  are  by  widely  scattered  investors, 
to  whom  they  are  responsible.  The  Gov¬ 
ernment  of  this  province  actually  pro¬ 
poses  to  invite  investors  to  entrust  their 
capital  to  the  management  of  a  com¬ 
mission  of  three  members,  not  one  of 
whom  has  had  any  experience  in  the 
management  of  large  affairs  of  any  kind, 
and  not  one  of  whom  is  qualified  in  a 
technical  sense  to  deal  with  an  electrical 
enterprise,  which  in  the  nature  of  the  ease 
is  of  a  highly  intricate  and  rapidly  chang¬ 
ing  character. 

From  the  beginning  the  Hydro-Elec¬ 
tric  propaganda  has  been  conducted  by 
means  of  rhetorical  speeches  by  persons 
who  have  none  but  the  most  superficial 
acquaintance  with  the  technique  of  the 
business,  and  who  have,  therefore,  been 
continually  tempted  to  underrate  the 


difficulties  of  it  and  to  underestimate  the 
cost.  They  have  always  fallen  to  this 
temptation;  the  cost  of  the  existing 
plant  of  the  Hydro-Electric  Commission 
has  already  greatly  exceeded  the  original 
estimates,  and  the  cost  of  extensions  may 
be  counted  upon  greatly  to  exceed  any 
estimates  that  may  be  made. 

The  Hydro-Electric  Commission  has 
encountered  another  temptation  to  which 
the  recent  legislation  and  the  refusal  of 
the  fiat  have  shown  they  have  yielded. 
This  temptation  is  to  attempt  to  im¬ 
plement  their  promises  to  give  cheap 
power  by  means  of  the  confiscation  of 
the  property  of  the  private  corporations 
in  order  that  the  capital  cost  of  their 
undertaking  will  appear  to  be  less  than 
it  really  has  been.  But  this  process  can¬ 
not  go  on  indefinitely.  When  the  Hydro- 
Electric  Commission,  otherwise  the  Gov¬ 
ernment,  has  appropriated  the  plant  of 
the  private  companies,  and  has  effectu¬ 
ally  put  a  stop  to  the  voluntary  organi¬ 
zation  of  public  services  of  all  kinds  in 
this  province,  its  career  of  public  plunder 
will  be  at  an  end.  The  unsoundness  of 
its  economic  basis  will  then  become  ap¬ 
parent;  and  either  it  will  go  bankrupt,  or 
the  rates  for  power,  for  which  a  demand 
has  been  artificially  stimulated  by  ineco- 
nomioal  rates,  must  be  steadily  increased, 
until  not  improbably  they  are  much 
higher  than  they  were  before  the  public 
ownership  propaganda  began. 

Meanwhile  confusion  must  have  been 
produced  in  the  tax  system  of  the  pro¬ 
vince  and  in  its  public  accounts.  No  one 
who  knows  anything  of  the  financial  his¬ 
tory  of  the  province  can  possibly  regard 
the  municipalities  as  either  permanent 
customers  or  necessarily  solvent  debtors. 
If  money  is  raised  upon  the  guarantee 
of  the  province,  that  guarantee  must  be 
regarded  as  an  obligation  of  the  province, 
and  the  amount  involved  must  be  added 
to  the  provincial  debt.  If  the  people  of 
the  province  desire  to  ruin  their  common 
credit,  they  will  support  the  Government; 
if  they  do  not,  they  will  express  their  dis¬ 
approval  of  the  whole  Hydro-Electric 
policy,  with  its  confiscatory  legislation. 
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its  financial  unsoundness,  and  the  huge 
possibilities  it  opens  up  of  political  in¬ 
trigue  and  corruption. 

Toronto,  August  19,  1916. 


WHO  RULES  THE  PROVINCE? 

There  is  little  doubt  that  it  is  the  great 
political  force  wielded  by  the  Chairman 
of  the  Hydro-Electric  Commission  that 
forced  the  Government  to  repudiate  its 
contract  with  the  Electrical  Develop¬ 
ment  Company;  the  Government  solemn¬ 
ly  agreed,  under  its  seal,  with  the  Com¬ 
pany  named,  that  it  would  not  take 
water  from  the  Niagara  or  Welland 
Rivers  to  generate  electrical  power;  this 
obligation  had  been  voluntarily  assumed 
by  the  Government  as  a  condition  of  the 
franchise  granted  to  the  Company,  the 
Company  agTeeing  on  its  part  that  it 
would  maintain  one-half  of  its  power  in 
Canada  and  would  pay  rentals  exceeding 
$100,000  a  year  to  the  Government.  Upon 
the  faith  of  this  arrangement  and  the 
mutual  covenants  between  the  Company 
on  the  one  side  and  the  Government  on 
the  other,  fifteen  or  twenty  million  dol¬ 
lars  was  raised  in  England  and  in  Can¬ 
ada  by  the  Company  for  the  construction 
of  the  necessary  works. 

The  Hydro-Electric  Commission  need¬ 
ing  more  power  and  wishing  to  undertake 
a  new  power  development  at  Niagara 
Falls,  applied  to  the  Government  for  the 
necessary  legislation  to  enable  it  to  do 
so,  to  which  the  Government  replied  that 
it  was  bound  by  an  agreement  not  to  ex¬ 
ercise  any  right  it  might  have  to  take 
water  from  the  Niagara  or  Welland 
Rivers  for  the  generation  of  power;  not¬ 
withstanding  this  answer,  the  Hydro- 
Electric  Commission  insisted  upon  their 
Chipoewa  Power  project  and  called  upon 
the  Government  to  break  its  contract  and 
to  pass  an  Act  for  that  purpose;  although 
there  was  a  great  deal  of  demur  about 
it,  and  some  of  the  Ministers  were  op¬ 
posed,  the  Act  was  finally  passed,  author- 
izzing  the  water  to  be  taken  and  the 
work  to  be  done. 


Then  followed  the  whitewashing  clause 
in  the  Act  as  follows: — • 

“The  exercise  cf  the  power  shall  not  be 
deemed  to  be  the  making  use  of  the  waters 
cf  the  Niagara  Kiver  to  generate  electric  or 
pneumatic  power  within  the  meaning  of  any 
stipulation  or  condition  contained  in  any 
agreement  entered  into  by  the  Commissioners 
for  the  Queen  Victoria  Niagara  Falls  Park.” 

The  same  political  force  has  since  com¬ 
pelled  the  Government  to  issue  an  Order- 
in-Council  authorizing  the  purchase  of 
rights  of  way  for  the  Radial  Railways, 
notwithstanding  the  provisions  of  the  Act 
already  referred  to. 

The  same  political  force  is  now  behind 
the  municipalities  in  their  demand  form¬ 
ally  made  in  writing  by  Mr.  J.  W.  Lyon 
to  Premier  Hearst,  that  although  the 
right  of  the  Government  to  undertake 
the  Chippewa  project  is  a  debatable  one, 
the  municipalities  themselves  should  be 
authorized  to  undertake  it  on  their  own 
account,  and  that  the  municipalities 
should  have  the  right  to  appoint  two 
members  upon  the  Hydro-Electric  Com¬ 
mission. 

The  cost  of  the  Hydro-Electric  under¬ 
taking  already  accomplished  and  now 
projected  in  the  form  of  the  Chippewa 
project  and  the  Radial  Railways  amounts 
to  approximately  $150,000,000,  the  items 
of  which  Ave  have  already  given. 

The  control  and  expenditure  of  this 
vast  sum  of  money  is  in  the  hands  prim¬ 
arily  of  the  Chairman  of  the  Hydro-Elec¬ 
tric  Commission,  and  it  remains  to  be 
seen  whether  the  checks  imposed  by  the 
Government  must  yield  to  the  same  pow¬ 
erful  political  force.  Will  the  Commis¬ 
sion  with  various  municipalities  ranged 
behind  it,  be  too  powerful  for  the  Pro¬ 
vincial  Government  to  resist  or  will  jus¬ 
tice  be  done? 

Toronto,  August  26, 1916. 

BRITISH  OPINION  AROUSED. 

The  London  correspondence  of  “The 
Toronto  Daily  Star  contains  notices  of 
the  publication  in  The  Economist  of  a 
letter  to  the  Editor  by  Prof.  Mavor  in 
which  he  is  said,  to  have  warned  English 
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investors  of  the  consequence  of  the  action 
of  the  Government  in  infringing'  the 
agreements  between  it  and  the  electrical 
companies,  and  of  leading  articles  on  the 
same  subject  in  The  Morning  Post  and 
The  Financier.  It  is  quite  evident 
that  the  English  press  is  not  so  apathetic 
as  is  the  press  of  this  country  which,  with 
the  exception  of  THE  FINANCIAL 
POST  and  one  or  two  others  which  have 
followed  our  lead,  appears  to  be  willing 
to  see  the  credit  of  the  country  destroyed 
by  measures  which  can  only  have  the 
effect  of  temporarily  inflating  the  influ¬ 
ence  of  a  small  group  of  politicians. 

THE  GOVERNMENT  AND  THE  LAW. 

The  refusal  of  the  Attorney-General  to 
gTant  a  flat  permitting  the  Electrical  De¬ 
velopment  Company  to  institute  proceed¬ 
ing  against  the  government  and  the  Hy¬ 
dro-Electric  Commission  for  breach  of 
contract  has,  as  we  anticipated,  not  been 
accepted  as  the  last  word  in  the  contro¬ 
versy  between  the  Government  and  the 
company.  A  writ  has  been  issued  sum¬ 
moning  the  Attorney-General  and  the 
Hydro-Electric  Commission  to  an  Ontario 
Court  to  have  it  declared  in  brief  that 
the  Government  has  no  right  to  abrogate 
a  contract  entered  into  by  it,  without 
consent  of  the  other  party  to  the  con¬ 
tract.  ■  The  Government,  fully  conscious 
of  the  indefensible  charter  of  its  con¬ 
duct,  has  used  and  may  still  use  the  forms 
of  law  for  the  purpose  of  shirking  re- 
isponsibility,  but  this  is  a  game  that  more 
than  one  can  play  at,  the  forms  of  law 
do  not  exist  for  one  side  alone.  Some 
means  of  having  this  question  settled  in 
the  courts  of  law  must  exist  and  however 
the  Government  may  attempt  to  wriggle 
out  of  its  obligations  there  is  a  strong  pro- 
l)ability  that  it  may  eventually  be  caught 
in  the  trap  of  its  own  setting. 

Every  attempt  made  by  the  Govern¬ 
ment  to  evade  the  process  of  law 
(constitutes  cumulative  evidence  of  its 
conscious  guilt.  It  has  not  attempted 
por  have  any  of  its  organs  or  supporters 
attempted  any  answer  whatever  to  the 
charge  of  breach  of  contract.  The  rea¬ 


son  is  obvious,  the  charge  is  true  and  no 
answer  is  possible  save  an  admission  of 
its  truth.  Under  these  circumstances, 
the  Attorney-General  would  be  well  ad¬ 
vised  to  refrain  from  interposing  fur¬ 
ther  obstacles  in  the  path  of  justice,  we 
are  not  specially  concerned  with  the  in¬ 
terests  of  the  parties,  although  these 
parties  being  for  the  most  part  in  Eng¬ 
land  and,  therefore,  distant  from  the 
spot,  entitles  them  to  more  than  usual 
consideration.  The  ulterior  consequences 
to  the  Province  and  to  the  Dominion  of 
ostentatious  and  cynical  disregard  of  con¬ 
tracts  on  the  part  of  the  Ontario  Govern¬ 
ment  are  likely  to  be  more  serious  than 
we  care  to  develop  in  detail. 

Toronto,  September  2,  1916. 

THE  INVESTOR’S  ATTITUDE. 

(  The  attitude  which  The  FINANCIAL 
POST  has  taken  with  regard  to  the  pro¬ 
tection  of  right  in  the  Hydro  controversy 
has  been  on  behalf  of  the  investor  and  in 
the  interests  of  the  credit  of  the  pro¬ 
vince.  That  the  danger  of  interfering 
with  future  supplies  of  capital  in  the 
British  market  is  a  real  one  may  be  rea¬ 
lized  from  the  following  which  appears 
in  an  editorial  in  The  Financier  of  Lon¬ 
don  : — 

“The  dispute  between  the  Government  and 
the  power  companies  is  of  many  years’  stand¬ 
ing,  but  it  has  now  reached  a  point  when  it  has 
ceased  to  possess  merely  local  significance.  The 
reputation  not  only  of  Ontario  but  of  the  Do¬ 
minion  Government  for  fair  dealing  towards 
British  investors  is  at  stake.  We  may  go  fur¬ 
ther  and  say  that  this  is  a  test  case,  involving 
the  right  of  individuals  to  protest  against  the 
repudiation  of  agreements  solemnly  entered  into 
by  the  -State.  While  the  Empire  is  fighting  for 
the  principle  that  treaties  between  nations  are 
sacred  and  cannot  be  torn  up  as  mere  scraps  of 
paper,  we  cannot  afford  to  shut  uur  eyes  to 
acts  of  injustice  perpetrated  by  a  petty  Pro¬ 
vincial  Legislature  which  happens  to  have  been 
captured  by  demagogues.  In  such  a  case  the 
group  of  citizens  who  consider  themselves  to 
have  been  wronged  should  surely  have  the  right 
of  appeal  to  a  higher  authority.  That  has  so 
far  been  denied  them,  though  there  is  reason,  to 
hope  that  when  the  facts  become  fully  known 
and  appreciated  such  a  storm  of  indignation 
will  be  aroused  as  to  compel  the  repeal  of  the 
unjust  legislation  which  has  been  the  cause  of 
the  trouble.  Already  we  have  reason  to  be¬ 
lieve  that  the  Ontario  power  scandal  has  ere- 
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ated  grave  concern  in  Canadian  financial  circles, 
and  this  will  no  doubt  be  shared  by  British 
investors  in  Canadian  undertakings  when  the 

position  is  fully  appreciated . . 

“The  Hydro-Electric  Commission  claims  to  be 
above  the  law.  The  Act  by  which  it  was  con¬ 
stituted  provides  that  the  Commission  is  im¬ 
mune  from  process  of  law  excepting  through  a 
fiat  of  the  Provincial  Attorney-General.  This 
fiat  has  been  thrice  refused,  but  the  matter  will 
not  rest  here.  The  D-oniinion  Parliament  will  6e 
asked  to  intervene,  and  to  disallow  the  arbitrary 
legislation  of  Ontario.  But  it  is  difficult,  as 
Professor  Mavor  points  out  in  an  article  in 
THE  FINANCIAL  POST  OP  CANADA,  to  call 
into  question  the  Acts  of  an  Executive  Govern¬ 
ment  owing  to  the  legal  fiction  of  the  irrespon¬ 
sibility  of  the  Crown,  which  on  this  occasion 
is  transferred  with  extremely  doubtful  pro¬ 
priety  to  a  small  and  not  very  stable  group  of 
party  politicians.  It  is  a  really  grave  affair, 
says  the  Professor,  to  call  their  proceedings  in 
question,  no  matter  how  injuriously  these  pro¬ 
ceedings  may  affect  either  private  interests  or 
the  public  interests  of  the  State.  The  more 
arbitrary  its  actions  the  more  tenaciously  will 
the  authority  which  commits  them  refuse  to 
have  its  proceedings  called  in  question.  But 
there  is,  fortunately,  a  higher  power  in  the  land 
than  the  Government  of  Ontario,  and  we  await 
with  confidence  such  action  on  the  part  of  the 
Dominion  Parliament  as  will  compel  the  sus¬ 
pension  of  the  confiscatory  legislation  pending 
a  reference  of  the  whole  case  to  the  Privy 
Council  of  the  Empire,  which  is  the  one  legal 
authority  competent  to  decide  upon  the  grave 
issues  involved.” 

Toronto^  September  16,  1916. 


A  CONSTITUTIONAL  MENACE. 

The  attitude  which  THE  FINANCIAL 
POST  has  taken  in  support  of  the  rights 
of  private  corporations  as  against  con¬ 
fiscatory  legislation  on  the  part  of  a  pro¬ 
vincial  government  has  been  endors-ed  by 
keen  students  of  the  economic  and  finan¬ 
cial  issues  involved.  Particularly  has 
this  been  the  case  in  England  where  those 
who  study  the  barometer  of  the  world’s 
money  market  appreciate  the  effect  which 
the  over-riding  of  the  agxeements  and 
contracts  of  a  province  by  politicians 
seeking  the  temporary  favors  of  the 
people  is  likely  to  have  upon  credit  and 
borrowing  power.  W.  R.  Lawson,  an 
eminent  economist  and  student  of  Cana¬ 
dian  industrial  and  financial  conditions! — 
author  of  “Canada  and  the  Empire,” 
“American  Industrial  Problems,”  “Am¬ 
erican  Finance,”  “British  Economics,” 
etc.,  and  a  contributor  to  the  Financial 


Times  and  the  Outlook — in  a  letter 
to  the  Economist,  expresses  himself 
very  strongly  in  connection  with  the  mat¬ 
ter.  Expressing  surprise  that  the  charges 
of  good  faith  have  not  been  answered,  he 
points  out  that  while  the  high-handed 
action  of  the  Ontario  Grovernment  is  suffi¬ 
ciently  grave  of  itself,  a  much  more  seri¬ 
ous  question  is  the  complete  failure  of  the 
judicial  checks  which  “were  supposed  to 
have  been  provided  by  the  Dominion  con¬ 
stitution.  ” 

Mr.  Lawson  states  his  opinion  that  the 
ten  years’  conflict  between  the  power 
commission  and  the  power  companies 
might  have  been  cut  short  in  its  infancy 
had  the  law  courts,  both  Provincial  and 
Imperial,  been  left  open  to  both  parties. 
However,  as  has  been  pointed  out  in  THE 
POST,  there  is  a  preposterous  provision 
in  the  Act  by  which  the  commission  was 
constituted  which  renders  it  immune  from 
process  of  law  except  through  a  fiat  of 
the  Provincial  Attorney.  Such  fiat  has 
been  refused  and  the  events,  according  to 
Mr.  Lawson,  are  a  series  of  most  compli¬ 
cated  financial  adventures  into  which  the 
province  has  been  plunged  by  a  “public 
ownership”  craze,  while  a  constitutional 
issue  has  been  raised  which  may  affect 
the  whole  future  not  only  of  Ontario, 
but  of  Canada  and  the  Empire.  He  con¬ 
tinues  : 

“If  a  Provincial  Assembly,  in  Canada  or  any 
other  part  of  the  British  Empire,  is  to  be  al¬ 
lowed  to  declare  itself,  judicially  as  well  as 
politically,  independent,  it  will  have  a  free  hand 
to  over-ride  the  simplest  principles  of  justice 
and  equity.  Should  any  political  official  have 
the  right  to  refuse  an  elementary  right  of  every 
citizen — the  right  to  have  his  case  brought  to 
fair  and  open  trial?  That  is  what  the  refusal 
of  the  Attorney-General's  fiat  practically  means 
to  start  with,  but  it  involves  a  good  deal  more. 
It  is  also  a  flat  defiance  of  the  Dominion  and 
the  Imperial  Courts  of  Appeal,  the  constitution 
safeguards  against  abuse  of  legislative  and  ex¬ 
ecutive  authority.  If  the  Government  and  the 
people  of  Ontario  deliberately  intend  to  raise 
such  an  issue  and  fight  it  to  the  bitter  end, 
they  will  be  embarking  on  a  long  and  costly 
conflict.  Have  they  made  sure  that  the  finan¬ 
cial  results  of  their  hydro-electric  monopoly — 
should  they  succeed  in  establishing  it — will  be 
worth  all  the  sacrifices,  direct  and  indirect, 
whicih  it  may  entail  on  them?  Already  it  has 
cost  them  10  years  of  political  turmoil,  broken 
contracts,  unfair  competition  with  private  en- 


64 


Editorials  fro'rn 


terprise  and  strategical  law-making.  Can  »ucn 
a  game  ever  be  worth  the  candle  for  any  public 
authority  which  has  an  historical  reputation 
and  a  valuable  .'credit  to  maintain?” 

Toronto,  October  7,  1916. 


A  QUESTION  OF  CREDIT  STANDING 

Leading  financial  journals  in  England 
continue  to  express  their  endorsation  of 
the  attitude’  in  connection  with  the  On¬ 
tario  Tl^’dro-Electric  controversy,  which 
has  been  adopted  by  The  FINANCIAL 
P<)ST.  In  touch  with  the  financial  pulse 
of  the  Empire  and  of  the  world,  the 
writers  for  these  publications,  who  are 
students  of  the  broader  phases  of  finance, 
are  noting  the  attitude  of  the  British  in¬ 
vestor  with  regard  to  the  treatment  of 
private  interests  by  Ontario  and  other 
provinces  of  the  Dominion,  and  are 
sounding  a  warning.  When  the  time 
comes  for  Canada’s  provinces,  munici¬ 
palities,  and  large  industrial  enterprises, 
to  seek  British  capital,  the  remembrance 
of  what  is  described  in  England  as  the 
Ontario  power  ‘^scandal”  will  be  lived 
down  with  difficulty.  The  investor  who 
sends  his  capital  across  the  Atlantic  de¬ 
mands  security  first,  and  when  the  makers 
of  legislation,  to  whom  he  has  a  right  to 
look  for  protection,  confiscate  his  pro¬ 
perty  and  rights,  he  is  not  likely  to 
hesitate  in  seeking  other  fields — and  other 
fields,  in  our  opinion,  will  not  be  hard 
to  find  after  the  war. 

The  London  Financier^  referring  to  an 
announcement  of  the  Agent  General  for 
Ontario,  regarding  the  facilities  offered 
by  the  Hydro-Electric  Commission,  com¬ 
ments  that  he  omits  to  add  that  exten¬ 
sions  and  improvements  are  being  made 
in  violation  of  a  solemn  contract  entered 
into  between  the  Government  and  the 
syndicate  which  afterwards  became  the 
Electrical  Development  Company  of  On¬ 
tario.  On  the  strength  of  this  contract, 
British  investors  subscribed  for  bonds 
and  they  now  see  their  security  threat¬ 
ened  owing  to  the  fact  that  the  Govern¬ 
ment  of  Ontario  does  not  find  it  conveni¬ 
ent  to  keep  its  pledged  word.  The  Finan¬ 
cier  candidly  states  that  British  bankers 


who  are  agents  for  Canadian  loans  will 
discriminate  very  strictly  between  those 
provinces  which  have  dealt  fairly  with 
British  investors  in  the  past  and  those 
which  have  not. 

Toronto,  November  4,  1916. 


EXPERT  OPINION  WANTED. 

As  was  to  be  expected  the  Chairman  of 
the  Hydro-Electric  Commission  has  sum¬ 
moned  his  cohorts  to  Toronto  to  enable 
him  at  this  crisis  in  the  affairs  of  the 
Hydro-Electric  enterprise,  to  terrorize 
the  Government  into  supporting  his  fan¬ 
tastic  schemes.  He  regaled  them  copi¬ 
ously  with  figures  drawn  for  the  most 
part  from  his  imagination  as  well  as  with 
announcements  that  in  order  to  give  them 
cheap  power  he  was  prepared  to  plunder 
the  people  who  are  at  present  engaged 
in  supplying  it. 

It  is  insulting  in  the  highest  degree  to 
the  intelligence  of  the  people  of  Ontario 
that  any  politician  could  be  found  to 
sketch  a  programme  so  fiagrantly  opposed 
to  their  permanent  interests  and  so  preg¬ 
nant  with  discredit  and  disaster  as  the 
programme  which  was  unblushingly 
placed  before  the  representatives  of  the 
rural  municipalities.  This  programme 
proposes  calmly  to  burden  them  with  debt 
and  to  handicap  their  real  progress. 

The  pretence  that  the  scheme  is  being 
kept  free  from  politics  can  be  described 
only  as  impudent.  The  whole  scheme  is 
political  from  the  beginning.  It  is  a  trans¬ 
parent  device  to  commit  the  Province 
irrevocably  to  a  project  which  must  place 
within  the  power  of  those  who.  control  it, 
the  administration  of  the  Province.  The 
plan  is  quite  simple.  Radial  lines  will  be 
provided  for  a  few  places  where  probably 
within  the  next  few  years  they  might  be 
profitably  utilized,  then  other  places 
where  profitable  utilization  is  extremely 
remote  will  clamor  against  discrimina¬ 
tion.  The  government  will  be  worried  by 
threats  of  political  reprisals  unless  radial 
lines  are  run  into  regions  where  long  con¬ 
tinued  subsidies  will  be  necessary.  The 
argument,  very  familiar  in  the  United 
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States,  that  every  place  should  be  given 
its  opportunity  will  be  used  to  the  full, 
and  the  administration  of  the  Province 
will  find  itself  under  compulsion  to  ex¬ 
pend  the  resources-  of  the  Province  in 
many  cases  in  wholly  unremunerative 
directions.  Meanwhile  the  rural  munici¬ 
palities  misled  by  optimistic  and  hap¬ 
hazard  estimates  will  have  plunged  them¬ 
selves  into  debt  from  which  they  will 
naturally  look  to  the  Province  to  extri¬ 
cate  them.  This  very  thing  happened  in 
Ontario  before  and  it  is  bound  to  happen 
again. 

Moreover,  long  after  the  present  Hy¬ 
dro-Electric  Commission  has  been  hope¬ 
lessly  discredited  because  of  its  financial 
methods  and  its  policy  of  spoliation  of 
private  property,  the  burden  may  remain 
upon  the  province  and  upon  the  muni¬ 
cipalities. 

If  the  scheme  were  merely  local  and  if 
it  involved  only  a  few  million  dollars  it 
might  be  left  to  go  its  own  inevitable  way 
to  ruin  without  any  material  disaster  ac¬ 
cruing  to  the  country;  but  since  it  in¬ 
volves  not  a  few  millions  but  perhaps 
hundreds  of  millions  of  dollars,  it  is  sure¬ 
ly  not  too  much  to  ask  that  the  Govern¬ 
ment  should  pause  before  giving  its  ad¬ 
herence  to  a  scheme  of  such  magnitude. 

It  is  surely  not  too  much  to  ask  that 
advice  be  taken  of  the  best  available  pro¬ 
fessional  character  upon  the  real  cost  of 
the  enterprise  and  upon  the  economic  fea¬ 
sibility  of  it.  The  statements  of  possible 
advantages  which  have  been  made  have 
been  drawn  in  the  highest  colors.  Is  it 
not  important  that  before  committing 
ourselves  to  a  scheme  of  such  magnitude, 
we  should  be  made  aware  whether  or  not 
these  estimates  are  justified?  If  the  esti¬ 
mates  are  not  justified,  they  are  the  out¬ 
come  of  a  peculiarly  dangerous  form  of 
megalomania  —  dangerous  because  the 
people  who  are  afflicted  by  it  have  at 
present  really  the  power  to  commit  the 
province  irrevocably  to  an  enormous  ex¬ 
tent.  They  have  this  power  through  the 
accident  of  political  fortune;  they  may 
at  any  moment  be  discredited  and  lose 


their  places;  but  the  ejects  of  their  folly 
will  remain  for  this  and  future  genera¬ 
tions  to  pay  for. 

It  is  the  plain  duty  of  the  Government 
to  obtain  advice  from  more  competent 
persons  than  the  amateurs  of  the  Hydro- 
Electric  Commission. 

Toronto,  November  25,  1916. 


A  BLANK  CHEQUE  FOR  THE  CHIP¬ 
PEWA  PROJECT. 

It  has  been  announced  that  the  Hydro- 
Electric  Commission  has  not  only  de¬ 
cided  to  proceed  with  the  construction 
of  the  Chippewa  power  works,  but  has 
also  decided  not  to  do  the  construction 
by  contract  but  place  the  risk  upon  the 
shoulders,  of  the  Province.  It  is  explain¬ 
ed  that  the  large  contractors  who  are 
working  in  the  neighborhood  upon  con¬ 
struction  for  the  Dominion  Government 
were  unwilling  to  tender  for  the  Chip¬ 
pewa  works  without  including  in  the  price 
a  considerable  margin  for  contingencies. 
The  Commission  announces  its  intention 
of  purchasing  $800,000  worth  of  construc¬ 
tion  equipment;  but  it  says,  ‘^even  with 
this  tremendous  expenditure  on  equip¬ 
ment,  much  of  which  will  be  of  little  use 
after  the  work  is  done,  the  Commission 
will  be  able  to  save  a  large  amount  of 
money  to  the  Province.’’ 

It  is  quite  clear  that  this  hypothetical 
saving  is  arrived  at  by  the  elimination  of 
allowances  for  contingencies  such  as  the 
increase  in  the  cost  of  materials  and 
labor,  damage  to  works  during  construc¬ 
tion  through  failure  of  dams  or  other 
works,  unanticipated  difficulties  arising 
through  faults  in  the  strata,  quicksand 
or  otherwise.  These  important  elements 
cannot  be  safely  eliminated  in  such  an 
undertaking,  especially  at  a  time  like  the 
present  when  economic  conditions  are 
highly  disturbed. 

The  Hydro-Electric  Commission  has  the 
temerity  to  ask  the  Government  for  an 
Order-in-Council  which  is  necessarily  the 
first  of  an  indefinite  series  asking  for 
funds  to  embark  upon  a  project  which  has 
never  been  reported  upon  by  a  competent 
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engineer  independent  of  the  Hydro-Elec¬ 
tric  Commission  and  which  has  not  been 
subjected  to  any  rigorous  estimate. 

If  the  Grovernment  accedes  to  the  re¬ 
quest  of  the  Hydro-Electric  Commission 
it  will  in  effect  give  the  Chairman  of  it  a 
blank  cheque  upon  the  credit  of  the  Pro¬ 
vince.  This  blank  cheque  must  bear  upon 
its  face  eventually  a  figure  indicating 
the  withdrawal  from  the  Provincial  Trea¬ 
sury  of  possibly  hundreds  of  millions  of 
dollars. 

If  the  Government  accedes  to  the  re¬ 
quest  of  the  Hydro-Electric  Commission 
this  will  suggest  strongly  that  the  Gov¬ 
ernment  is  a  mere  tool  of  that  commission 
and  that  it  does  not  possess  power  of 
movement  excepting  under  the  influence 
of  that  commission.  ’ 

If  the  Government  accedes  to  the  re¬ 
quest  of  the  Hydro-Electric  Commission 
it  plunges  the  Province  and  municipali¬ 
ties  into  a  whirlpool  of  debt  in  which 
these  administrative  bodies — unless  they 
have  recourse  to  taxation — will  find  them¬ 
selves  involved  as  inextricably  as  logs  in 
the  whirlpool  at  Niagara. 

Toronto,  December  2,  1916. 


THE  NEW  HYDRO  BY-LAW. 

Serious  Aspects  of  the  Issues  Behind  the 
Question  to  be  Submitted  to  the 
Ratepayers — Heavy  Financial 
Responsibilities  Are  in 
Reality  Involved 


On  the  first  of  January,  1917,  the 
voters  in  many  of  the  municipalities  of 
Ontario  will  find  themselves  called  upon 
to  answer  the  following  question : — 

'‘Are  you  in  favor  of  having  the 
municipality  develop  or  acquire 
through  the  Hydro-Electric  Power 
Commission  of  Ontario  whatever 
works  may  be  required  for  the  sup¬ 
ply  of  electric  energy  or  power  in 
addition  to  such  electric  power  as  is 
already  obtained  under  the  existing 
contract  with  the  Hydro-Electric 
Power  Commission  of  Ontario? 


On  the  face  of  it  this  question  does 
not  involve  a  money  vote ;  but,  in  reality, 
it  involves  the  signing  of  a  municipal 
guarantee  for  an  unstated  amount  of 
money.  If  this  question  is  answered  in 
the  affirmative,  the  municipalities  will 
commit  themselves  to  a  policy  under 
which  enormous  financial  obligations 
must  be  incurred.  Money  by-laws  must 
succeeed  this  by-law  at  frequent  inter¬ 
vals,  the  municipalities  being  almost  in¬ 
sensibly  drawn  into  expenditures  which 
they  never  might  have  incurred  had  they 
been  aware  of  their  magnitude.  At  the 
meeting  of  the  City  Council  of  Toronto, 
held  on  Tuesday  (5th  December),  some 
of  the  aldermen  wisely  objected  to  the 
by-law  being  placed  before  the  people 
of  Toronto  without  full  information 
upon  the  project  to  which  it  related. 
Representatives  of  the  Hydro-Electric 
Commission  were  then  permitted  to  give 
their  interpretation  to  the  Council.  They 
said  that  the  Government  was  in  any 
event  committed  to  the  scheme;  and  that 
if  the  municipalities  desired  to  become 
owners  of  the  Chippewa  development 
plant  a  new  Act  of  the  Provincial  Legis¬ 
lature  would  give  effect  to  their  desires.  . 
In  the  meantime  the  City  of  Toronto  in¬ 
curred  no  financial  liability  through  the 
passing  of  this  by-law;  but  money  by¬ 
laws  would  have  to  be  passed  before 
such  financial  liability  was  incurred. 
This  is  the  method  previously  pursued 
by  the  Hydro-Electric  Commission, 
viz.: — ^^To  secure  adhesion  to  a  vague 
project  without  ostensible  liability  and 
then  to  take  action  upon  that  adhesion 
demanding  subsequent  financial  support, 
as  a  logical  sequence  of  previous  action. 
The  municipalities  are  really  invited  to 
enter  upon  an  unlimited  expenditure 
which  must  tax  their  resources  for  many 
years. 

The  question  is:  Is  it  wise  for  the 
municipalities  to  vote  these  by-laws, 
especially  in  the  presence  of  the  most 
serious  crisis  ever  encountered  by  this 
country  ? 
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The  gravity  of  the  situation  is  greatly 
enhanced  by  the  fact  that  in  the  present 
uncertain  conditions  prevailing  in  the 
labor  market  and  in  the  market  for  com¬ 
modities,  the  Hydro-Electric  Commis¬ 
sion  has  been  unable  to  induce  any  re¬ 
sponsible  contractor  to  undertake  the 
hazardous  task  of  tendering  for  tlie 
works  at  Chippewa.  Under  these  cir¬ 
cumstances  an  estimate  is  impossible — 
no  estimate  provisionally  advanced  by 
the  Hydro-Electric  Commission  could 
possibly  be  accepted.  The  statements 
made  by  it  upon  the  saving  which  will 
be  made  through  the  management  of  the 
construction  by  the  officers  of  the  Com¬ 
mission  are  merely  fantastic — they  have 
no  relation  to  reality. 

In  any  case  the  municipalities  have 
no  voice  in  the  matter  of  construction. 
Even  the  promise  of  legislation  amend¬ 
ed  in  accordance  with  their  deisres  has 
no  validity.  The  engineers  of  the  Hydro- 
Electrie  Commission  cannot  be  regarded 
as  being  able  to  predict  the  action  of  the 
Legislature.  The  fact  that  as  represent¬ 
ing  the  Commission  they  ventured  upon 
this  promise  is  significant  only  because 
it  shows  to  what  extent  the  Commission 
supposes  that  it  can  control  the  Legisla¬ 
ture  and  obtain  any  legislation  it  may 
re  quire, 

Xothing  is  clearer  than  that  if  the 
municipalities  pass  these  bv-laws  they 
will  find  themselves  saddled  with  the 
ownership  of  a  plant  over  the  construc¬ 
tion  and  cost  of  which  they  had  not  con¬ 
trol  and  with  the  management  of  a 
hig-hly  speculative  business  Avith,  at  the 
best,  insignificant,  pecuniary  advantage. 

»  *  * 

Tt  seems  necessary  to  set  forth  ex¬ 
plicitly  the  reasons  which  appear  to  have 
caused  the  Government  to  require  the 
municinalities  to  vote  upon  this  by-law 
on  the  1st  of  January. 

The  original  idea  of  the  Government, 
as  shown  in  the  legislation  of  last  ses¬ 
sion  (1916)  was  to  construct  the  Chip¬ 
pewa  Power  plant  and  to  develop  a  sys¬ 
tem  of  radial  railways  thrt/ugh  the 


Hydro-Electric  Commission.  This  Ch)jn- 
mission  has  been  appointed  by  the  Gov¬ 
ernment  and  the  moneys  to  be  expended 
upon  the  project  were  to  be  moneys 
raised  upon  the  credit  of  the  province. 
The  total  amount  of  these  moneys  has 
never  been  definitely  stated  by  the  Gov¬ 
ernment,  and  the  magnitude  of  them  has 
probably  never  been  seriously  consider¬ 
ed.  The  cost  of  the  Chippewa  project 
has  been  stated  at  $20,000,000  to  $30,- 
000,000  on  the  basis  of  peace  conditions; 
but  even  if  the  Chippewa  works  were 
constructed  for  one  or  other  of  these 
amounts  this  would  only  form  the  initial 
expenditure.  The  Radial  Railway  sys¬ 
tem  might  cost  a  sum  which  could  only 
be  expressed  in  terms  of  many  times 
that  initial  amount. 

Indeed,  it  is  impossible  to  avoid  Gjc 
conclusion  that  if  the  Hydro-Electric 
Commission  carries  out  the  projects  al¬ 
ready  announced  bj"  it,  a  capital  sum  to 
be  expended  within  the  next  few  years, 
of  betAveen  $150,000,000  and  $200,000,- 
000,  must  be  contemplated.  This  state¬ 
ment  has  frequently  been  made,  and  has 
never  been  called  in  question  by  the 
Government.  Tt  must,  therefore,  be 
taken  as  substantially  accurate. 

It  may  be  taken  for  granted  that  this 
formidable  scheme  has  been  forced  upon 
the  Government  by  the  Hydro-Electric 
Commission,  political  influence  acquired 
by  the  Commission  having  enabled  it  to 
exert  the  necessary  pressure.  Up  till 
the  present  time,  hoAvever,  it  would  ap¬ 
pear  that  the  Government  has  been  op¬ 
posed  to  the  policy  of  entrusting  the 
Hydro-Electric  Commission  with  a  free 
hand  in  carrying  out  the  scheme,  and  has 
not  been  disposed  to  acquiesce  in  the 
domination  of  the  Commission  by  the 
L^nion  of  Municipalities,  The  Govern¬ 
ment  refused,  for  example,  to  alloAV  the 
L^nion  of  Municipalities  to  appoint  two 
members  on  the  Commission  on  the  evi¬ 
dent  ground  that  the  control  of  the  Goa’- 
ernment  over  it  Avould  thereby  be  weak¬ 
ened;  the  Government  also  demurred  to 
the  release  of  the  Commission  from  sub- 
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jection  to  the  audit  of  its  accounts  by 

the  Provincial  Auditor. 

«  «  « 

The  Hydro-Electric  Commission  was 
to  begin  with,  and  is  now  in  fact,  if  not 
in  law,  a  department  of  the  Government 
subject  to  control  by  the  Government  in 
substantially  the  same  manner  as  other 
Government  departments.  A  member 
of  the  Cabinet  sits  upon  the  Commission, 
it  is  to  he  presumed,  in  order  that  tlio 
policy  of  the  Government  may  he  duly 
carried  out.  The  Union  of  Municipali¬ 
ties  has  all  along  objected  to  this  ar¬ 
rangement.  What  it  desired  was  that 
the  whole  Hydro-Electric  scheme  should 
he  conducted  as  a  co-operative  munici¬ 
pal  scheme,  the  necessary  funds  being 
raised  by  means  either  of  a  loan  from 
the  Government  to  the  Union  or  by 
municipal  bonds  guaranteed  by  the  Gov¬ 
ernment.  This  arrangement,  however, 
would  have  deprived  the  Government  of 
the  patronage  and  of  the  prestige,  real 
or  imaginary,  of  the  Hydro-Electric  en¬ 
terprise.  It  was,  therefore,  rejected. 
But  control  involves  responsibility,  and 
sometimes  responsibility  is  real,  while 
control  is  only  nominal. 

The  Hydro-Electric  Commission  ap¬ 
pears  to  have  forced  the  Government 
into  the  legislation  of  last  session  by 
which  an  attempt  wns  made  to  declare 
invalid  the  contracts  entered  into  be¬ 
tween  the  Government  and  the  com¬ 
panies  generating  electrical  power,  under 
which  the  Government  had  agreed  not 
to  srenerate  power  on  its  own  account. 

Litigation  has  arisen  over  this  at¬ 
tempt  at  repudiation  of  a  contractual 
obligation,  in  spite  of  the  efforts  of  the 
Government  to  stop  the  proceeding’s, 
throusrh  the  refusal  of  a  fiat  to  enter 
suit  'and  otherwise  throusrh  the  employ¬ 
ment  of  everv  leoral  and  other  resource 
to  prevent  the  liarht  of  day  being  shed 
upon  the  transaction. 

In  spite  also  of  efforts  on  the  part  of 
the  Government  to  stifle  criticism  of  itc 
own  proceedings  and  of  the  proceeding's 
of  the  Hydro-Eleclric  Commission  cer¬ 


tain  criticisms  have  seen  the  light  in 
Canadian  and  also  in  English  news¬ 
papers. 

«  «  « 

In  its  anxiety  to  unload  the  whole 
scheme  upon  the  municipalities  and  to 
abandon  the  plan  of  a  provincial  Hydro 
Electric  system,  a  change  of  mind  on 
the  part  of  the  Government  is  apparent. 

It  is  evident  that  the  litigation  and  the 
criticism  together  have  caused  the  Gov¬ 
ernment  to  feel  a  want  of  confidence  in 
its  ground.  The  ostensible  transference 
of  its  responsibility  to  the  Commission 
does  not  promise  any  security;  therefore 
the  Government  is  adopting  another 
method.  It  proposes  to  transfer  to  the 
municipalities  the  responsibility  for  acts 
already  committed,  and  for  others  to  be 
committed  at  variance  with  previous 
legislation  and  previous  agreements.  The 
adoption  of  a  subterfuge  of  this  kind 
by  the  Government  is  entirely  in  accord¬ 
ance  with  its  whole  attitude  and  conduct 
on  the  question.  It  is  not  to  be  supposed 
that  any  court  of  justice  before  which 
such  a  matter  may  be  brought  could  fail 
at  once  to  recognize  the  subterfuge. 

Even  if  the  Government  has  been  co¬ 
erced  into  its  change  of  policy  by  politi¬ 
cal  pressure  from  the  municipalities, 
this  would  not  enable  the  Government 
to  escape  from  the  consequences  of  its 
repudiation,  nor  would  it  enable  the 
municipalities  with  impunity  to  place 
themselves  in  the  position  of  receivers 
of  stolen  ffoods. 

Let  us  look  the  matter  fairly  in  the 
face.  It  is  proposed  that  a  municipality, 
the  City  of  Toronto  for  instance,  should 
enter  into  a  joint  guarantee  with  an  un¬ 
known  number  of  unknown  municipali¬ 
ties  for  an  unknown  amount,  this  un¬ 
known  amount  being  expended  without 
adequate  previous  estimates  upon  a 
highly  speculative  and  hazardous  ven¬ 
ture. 

If  after  this  warning  the  municipali¬ 
ties  plunge  blindly  into  this  scheme  they 
will  have  prepared  the  way  for  serious 
curtailment  of  municipal  as  well  as  of 


“r/ie  Financial  Post  of  CanadaP 


69 


provincial  autonomy,  because  sooner  or 
later  there  must  come  an  irresistible  de¬ 
mand  that  the  authority  of  the  Dominion 
should  be  invoked  to  prevent  irreparable 
injury  to  the  interests  and  the  credit  of 
the  country  as  a  whole  from  ruinous 
provincial  or  municipal  adventures 

It  is  impossible  for  the  people  of  the 
municipalities  to'  judge  fairly  in  such 
complicated  matters  as  the  distribution 
of  electricity  and  rural  transportation, 
especially  when  the  data  which  is  essen¬ 
tial  to  a  thorough  understanding  of  them 
is  elaborately  concealed  by  the  Hydro- 
Electric  Commission,  therefore  the  first 
thing  to  be  done  is  for  the  municipali¬ 
ties  to  insist  upon  a  thoroughgoing  in¬ 
vestigation  and  report  by  competent  en¬ 
gineering  experts  and  accountants  ap 
pointed,  not  by  the  Provincial  Grovern- 
ment,  but  by  the  Dominion  Government, 
in  respect  to  all  the  aspects  of  the  Hy¬ 
dro-Electric  Commission  and  its  pro¬ 
jects. 

If  the  schemes  of  the  Commssion 
which  have  been  endorsed  by  the  Gov¬ 
ernment  are  sound,  such  an  investigation 
should  be  welcomed.  If  the  report  were 
favorable,  the  advantage  to  the  Govern¬ 
ment  would  he  obvious;  if  it  were  un¬ 
favorable,  and  if  the  Government  adopt¬ 
ed  its  conclusions,  the  Government  would 
also  gain  credit  through  having  saved 
the  province  from  an  unsound  specula¬ 
tion. 

It  is  very  distressing  that  at  this  su¬ 
premely  critical  juncture  in  the  history 
of  the  country  when  the  resources  of  the 
whole  Empire  are  being  taxed  to  the  ut¬ 
termost,  that  the  minds  of  the  people 
should  be  distracted  and  the  successful 
prosecution  of  the  war  compromised  by 
a  project  which  has  already  led  to  inter¬ 
national  difficulties,  and  has  every  indi¬ 
cation  of  eventual  serious  embarrass¬ 
ment  to  the  municipalities  and  the  pro¬ 
vince.  I 

December  9,  1916. 

HYDRO’S  LACK  OF  RESERVES. 

The  Hydro-Electric  Commission  is  in 


serious  difficulties  with  regard  to  its 
supply  of  power;  the  reasons  are  ob¬ 
vious.  The  Commission  originally  pro¬ 
vided  for  a  supply  of  100, '000  horse¬ 
power,  and  although  the  end  of  this  sup¬ 
ply  was  in  sight  three  or  four  years  ago, 
no  steps  were  taken  to  secure  an  addi¬ 
tional  quantity.  The  Hydro-Electric 
Commission  has  had  no  contracts  for  an 
increased  supply,  no  additional  trans¬ 
mission  lines,  no  separate  batteries,  and 
no  reserve  steam  plant.  The  business  of 
the  private  companies  has  been  conduct¬ 
ed  on  an  entirelv  different  basis;  thev 
have  carried  on  business  with  the  usual 
precautions  and  safeguards;  they  have 
from  time  to  time  increased  the  number 
of  units  in  their  generating  stations  at 
Niagara  Falls;  have  added  to  their 
transmission  lines;  have  purchased  stor¬ 
age  batteries,  and  have  large  steam  re¬ 
serve  plants,  the  cost  of  which  has 
amounted  to  millions  of  dollars. 

The  Hydro-Electric  Commission  has 
encountered  the  difficulties  which  that 
body  was  warned  against.  It  is  obvious 
that  with  increase  of  business,  there 
must  be  reserves  of  power  and  operating 
facilities  to  meet  it.  The  Hydro-Electric 
Commission  has  not  conserved  the  usual 
portion  of  profits,  and.  therefore,  has 
been  unable  to  equip  the  necessary  re¬ 
serves.  In  any  ordinary  commercial  un- 
dertakino-  the  result  would  be  bank¬ 
ruptcy.  There  is  no  royal  road  to  com¬ 
mercial  success. 

» 

Is  it  possible  for  the  Commission  to 
extricate  itself  and  to  overcome  this 
fundamental  weakness?  Rome  months 
ago  the  Commission  obtained  the  right 
from  the  Local  Legislature  to  <^’enerate 
nower  from  the  N’iac’ara  and  Chippewa 
Fivers,  but  the  sunplv  from  this  source 
v.d!I  not  be  available  for  at  least  four  or 
five  years.  At  the  present  moment  the 
Commission  has  appealed  to  the  Domin¬ 
ion  Government  to  restrict  the  export  of 
nower  from  the  Power  House  on  the 
Canadian  side  to  the  United  States,  hnt 
under  the  franchise  of  the  Canadian 
Companies  they  are  entitled  to  export 
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one-half  of  their  production,  and  of  the 
three  companies,  only  one  of  them  is  ex¬ 
porting  a  greater  quantity,  and  that  one. 
the  Canadian  Niagara  Power  Company, 
will  soon  be  in  the  same  position,  so  that 
little,  if  any,  relief  can  be  found  there; 
but  there  is  an  insurmountable  difficulty 
against  the  restrictions  of  export,  and 
also  against  the  building  of  the  proposed 
Chippewa  Power  plant,  namely,  that 
these  matters  have  already  been  dealt 
Avith  by  International  Treaty  between 
Great  Britain  and  the  United  States, 
made  through  the  International  Water- 
Avays  Commission,  AAdiereby  the  total 
quantity  of  Avater  Avhich  may  be  diverted 
from  the  Niagara  and  ChippeAva  River.- 
has  been  limited  to  the  amount  now  be-, 
ing  taken  by  the  Canadian  Power  Com¬ 
panies — there  is  a  small  quantity  of  sec¬ 
ond  feet  of  Avater  still  available  Avithout 
l)reach  of  the  Treaty,  but  quite  insuffi¬ 
cient  for  the  required  purposes - and 

the  amount  of  poAver  to’be  imported  into 
the  United  States  has  also  been  fixed 
and  cannot  properly  be  altered  withoui 
the  consent  of  the  authorities  at  Wash¬ 
ington. 

Should  action  be  taken  by  the  Domin¬ 
ion  Government  in  this  matter,  at  A\ari- 
ance  AAuth  the  Treaty,  retaliation  might 
be  expected  in  anthracite  and  petroleum. 

An  action  is  noAv  pending  in  the  Su¬ 
preme  Court  of  Ontario  for  an  injunc¬ 
tion  to  restrain  the  Hydro-Electric  Com¬ 
mission  and  the  Attorney-General  of  the 
ProAunce  of  Ontario  from  proceeding 
Avith  the  Chippewa  development,  on  the 
OTonnd  that  in  the  franchises  of  the  Can¬ 
adian  companies  the  GoA'ernment  of  On¬ 
tario  has  expressly  contracted  never  to 
take  water  from  the  Niagara  or  Welland 
Rivers — the  Welland  and  Chippewa 
RiA^ers  are  the  same — for  the  generation 
of  electrical  power. 

These  are  some  features  of  the  situa¬ 
tion  uDon  which  those  Avho  enthusiastic¬ 
ally  voted  for  the  Hvdro  ornoosals  on 
Wondav  last  might  well  reflect. 

Toronto,  January  6,  1917. 


THE  HYDRO  MENACE. 

However  easily  Sir  Adam  Beck  may 
be  able  to  hypnotize  the  ratepayers  of 
Ontario  to  support  his  ill-judged  Hydro- 
Electric  projects  by  the  alluring  magi': 
of  ‘^public  oAvnership,”  it  is  evident 
that  investors  Avill  form  ther  own  con¬ 
clusions  as  to  the  soundness  of  his 
schemes  and  the  justice  of  his  attitude 
toAvards  private  interests.  The  London 
financial  press,  A\hich  is  an  important 
influence  in  shaping  the  policy  of  the 
British  investor  seeking  foreign  fields 
for  his  funds,  is  strong  in  its  condenma- 
tion  of  what  is  referred  to  as  the  ‘‘On¬ 
tario  Power  Scandal.’’  The  situation, 
says  The  Financier,  is  fraught  with  grave 
injustice  to  undertakings,  which  Avere 
established  with  the  aid  of  British  capi¬ 
tal.  This  journal  prints  the  following 
from  a  Toronto  correspondent  in  refer¬ 
ence  to  the  attitude  of  the  commission: — 

“The  electric  interests  are  in  the  hands  of 
the  Philistines  and  may  be  expropriated  at  any 
time,  as  the  Hydro-Electric  Commission  made 
the  power  so  cheap  as  to  create  a  false  demand, 
which  the  means  are  lacking  to  supply.  Un¬ 
fortunately,  some  of  the  power  is  needed  for 
the  making  of  munitions,  ^and  this  lends  a  fic¬ 
titious  strength  to  proposals  for  more  power 
and  for  the  right  to  take  it  wherever  it  can  be 
found. 

“Tn  the  cases  of  the  private  corporations  they 
built  duplicate  transmission  lines  and  reserve 
steam  plants  in  order  to  meet  the  increasing  de¬ 
mand  ;  but  the  Commission  could  not  do  this, 
for  the  very  simple  reason  that  the  cost  of  It 
would  have  prevented  the  sale  of  power  at  the 
low  prices  that  attracted  the  public  and  would 
have  taken  away  from  Sir  Adam  Beck  the  popu¬ 
larity  he  enjoys  and  the  political  power  it  has 
given  him.  The  situation  is,  indeed,  serious.” 

Toronto,  January  27,  1917. 


ONTARIO  POWER  SCANDAL. 

London  Financial  Journal  Criticizes 
Narrow  Policy  of  Provincial 
Government. 

The  attitude  of  THE  FINANCIAL 
POST  in  connection  with  the  Hydro 
Commission’s  development  schemes  in 
Ontario  has  again  been  supported  by 
The  Financier,  of  London,  which  makes 
some  pointed  remarks  about  the  socialis- 


^^The  Financial  Post  of  Canada.” 
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tic  tendencies  of  the  Ontario  Govern ^ 
ment.  In  quoting  THE  POST’S  receni 
editorial  on  the  subject  of  heavy  capital 
expenditures  under  the  prevailing  finan¬ 
cial  conditions,  it  is  pointed  out  thai 
there  is  evidently  more  concern  being 
shown  for  the  welfare  of  the  province 
than  for  the  Dominion  or  the  Empire. 
We  quote : — 

The  Socialistic  riovernnieiit  which  now  con¬ 
trols  tlic  l‘rov'ince  of  Ontario  is  more  concerned 
with  the  welfare  of  the  people  of  that  Province 
than  with  that  of  the  Dominion  of  Canada  or 
of  the  Empire.  Otherwise  it  would  not  be  light- 
heartedly  proceeding  with  the  scheme  for  an 
enormous  expenditure  of  public  money  on  works 
which  might  very  well  have  been  deferred  until 
after  the  end  of  the  war.  In  this  is  runs 
counter  to  the  wishes  of  the  Lieutenant-Gov¬ 
ernor  of  Ontario,  whose  Christmas  message  con¬ 
tained  a  grave  warning  as  to  the  inexpediency 
of  promoting  unnecessary  public  work  at  this 
juncture.  It  will  be  remembered  that  the  pro¬ 
gram  of  the  Hydro-Electric  Commission,  who 
are  the  nominees  of  the  Ontario  Government, 
involves  the  expenditure  of  a  sum  of  from  20  to 
20  million  dollars  for  a  power  plant  on  tlie 
Chippewa  River,  where  it  joins  the  Niagara 
River  above  the  Falls,  and  10  million  dollars  for 
a  fresh  transmission  line.  To  accomplish  this 
project  they  have  ridden  rouglishod  over  the 
rights  of  the  British  investors  who  subscribed 
to  the  bonds  of  the  Electrical  Development  Com¬ 
pany  of  Ontario  on  the  faith  of  a  contract 
which  was  subsequently  set  aside  by  an  Act 
rushed  through  the  Ontario  Legislature.  The 
plan  also  involved  the  construction  of  a  hydro- 
radial  railway  system  throughout  the  Province, 
and,  incredil)le  as  it  may  seem,  this  hare¬ 
brained  scheme  is  being  persisted  in,  notwith¬ 
standing  the  urgent  need  of  the  Empire  for  the 
capital,  the  labor  and  the  materials  that  will 
he  absorbed  l)y  this  purely  local  undertaking. 

The  proposal  lias  been  sharply  criticized  by 
the  Canadian  financial  press,  and  it  is  fitting 
that  the  attention  of  British  investors  should 
again  be  drawn  to  the  scandal.  In  proceeding 
with  this  big  expenditure  of  public  money  on 
••improvements”  which  are  of  little  more  than 
parochial  value  the  Hydro-Electric  Commission 
is  doing  a  dis-service  to  the  Ontarians  who  are 
serving  with  the  Colors,  including  many  of  its 
own  employees,  and  is  setting  a  bad  example  to 
public  bodies  throughout  Canada.  The  pro¬ 
vision  of  radial  railways  throughout  the  Prov¬ 
ince  may  be  advisable,  though,  as  THE  FINAN¬ 
CIAL  POST  OP  CANADA  points  out,  there  is 
absolutely  no  proof  that  such  railways  would 
pay  working  expenses,  but  their  construction  at 
the  present  time  would  be  little  short  of  a 
crime  against  the  welfare  of  the  country.  Our 
contemporary  goes  on  to  show  that  before  fhe 
war  Canada  had  in  the  aggregate  spent  a  dis¬ 
proportionate  amount  of  her  resources  in  actual 
means  and  had  seriously  strained  her  credit  by 
excessive  public  works,  especially  railways.  Steel 
is  just  now  not  only  at  a  high  price,  but  every 


pound  which  is  made  is  needed  for  the  purposes 
of  the  war.  The  demand  for  money  for  the 
purposes  of  the  war  is  also  heavy,  so  heavy  as 
to  cause  auxietj  to  everyone  who  takes  a  seri¬ 
ous  view  of  the  future.  Yet,  in  spite  of  these 
facts,  says  THE  POST,  we  have  a  few  persons 
who  have  never  exhibited  any  real  sagacity  in 
l)ublic  life  urging  the  expediture  of  immens(> 
sums  of  money  and  the  addition  to  the  demand 
for  steel  of  very  large  quantities  at  this  tragical 
moment.  Surely  it  is  time  that  these  •‘few 
persons”  were  called  sharply  to  account  by  the 
responsible  autliorities  at  (Jttawa,  who  have  it 
in  their  power  to  prevent  the  perpetration  of  a 
grave  injustice  to  the  credit  of  the  Dominion 
and  to  the  brave  Canadians  who  are  fighting  for 
the  Empire. 

The  annual  report  of  the  Toronto  Hydro- 
Electric  Commission,  issued  in  July,  contained 
no  mention  of  this',  contemplated  expenditure. 
The  hydro-radial  railways  project  was  not  even 
referred  to,  but  the  growth  of  the  City  of  Tor¬ 
onto  was  alleged  to  compel  furtlier  extensions 
from  time  to  time.  The  vague  promise  was 
made  that  •‘every  care  will  be  taken  at  all  times, 
but  especially  during  the  present  time  of  war 
stress,  to  limit  the  extensions  within  the  re- 
(]uirenient.s  of  a  sound  and  conservative  i)olicy.” 
Apparently  this  promise  is  to  be  treated  as  was 
the  contract  with  the  syndicate  which  after¬ 
wards  became  the  Electrical  Development  Com¬ 
pany  of  Ontario — that  is  to  say,  as  a  mere  scrap 
of  paper.  It  is  true  that  in  its  public  adver¬ 
tisements  the  Hydro-Electrical  Commission 
claims  that  in  voting  for  the  by-laws  author¬ 
izing  the  hydro-radial  project  they  are  not  vot¬ 
ing  money.  But  they  are  voting  authority  to 
the  Commission  to  incur  obligations  to  an  un¬ 
limited  extent,  for  which  the  people  will  have 
to  pay,  and  the  reputation  of  the  Commission  in 
financial  circles  is  not  such  that  the  money  will 
be  found  on  easy  terms. 

February  17,  1917. 


PUBLIC  ENTITLED  TO  HYDRO¬ 
ELECTRIC  AUDIT 

Government  Announced  a  Year  Ago 
That  Examination  of  Accounts 
Would  be  Made. 

About  a  year  ago  the  Government  an¬ 
nounced  in  the  newspapers  that  Messrs. 
Clarkson  &  Sons,  chartered  accountants, 
had  been  instructed  to  examine  the  ac¬ 
counts  of  the  Provincial  Hydro-Electric 
Commission  and  to  prepare  a  report  up¬ 
on  them.  A  sufficient  length  of  time 
has  now  elapsed  to  justify  the  belief 
that  tlie  report  is  now  in  the  hands  of 
the  Government.  The  question  is,  when 
is  it  going  to  be  put  in  the  hands  of  the 
public?  The  Provincial  Treasurer  an- 


72 


Editorials  fi'om  “The  Financial  Post  of  CanadaP 


nounced  in  his  budget  speech  that  the 
requirements  for  the  Hydro-Electric 
would  be  put  in  supplementary  esti¬ 
mates.  Before  these  supplementary 
estimates  come  up  for  discussion  it  is 
absolutely  necessary  in  the  public,  in¬ 
terest  that  the  actual  state  of  the  fin¬ 


ances  of  the  Hydro-Electric  should  be 
known. 

If  the  report  of  Messrs.  Clarkson  & 
Sons  is  favorable,  there  could  be  no 
possible  disadvantage  to  the  Govern¬ 
ment  in  disclosing  its  terms.  If  it  is 
not  favorable,  the  public  ouglit  to  know. 


Toronto,  March  3,  1917. 
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